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FIXED-FEE  SERVICE  CONTRACT 
Contract  Agreement 


THIS  AGREEMENT  is  made  and  entered  into  this 
24th  day  of  February,  1976,  by  and  between  the  Committee 
on  the  District  of  Columbia  of  the  United  States  Senate, 
hereinafter  referred  to  as  the  Committee,  and  the  firm  of 
Arthur  Andersen  &  Co. ,  hereinafter  referred  to  as  the 
Contractor,  subject  to  the  approval  of  this  Agreement  by 
the  Committee  on  Rules  and  Administration  of  the  United 
States  Senate. 

It  is  hereby  agreed  that  the  Committee  under 
authority  of  Senate  Resolution  316,  approved  December  11, 
1976,  94th  Congress,  retain  the  Contractor  to  render  the 
following  specialized  services:   A  survey  of  the  accounting 
and  financial  management  practices  of  the  District  of 
Columbia  government  as  set  forth  more  fully  in  the  Request 
for  Proposal,  dated  December  15,  1975,  incorporated  herein 
as  Exhibit  1,  and  the  response  thereto  by  the  Contractor 
dated  January  12,  1976,  incorporated  herein  as  Exhibit  2. 

The  Committee  agrees  to  pay  the  said  Contractor 
the  sum  of  $20,000  to  be  paid  upon  delivery  to  the  Committee, 
not  later  than  May  31,  1976,  of  the  completed  study  in  form 
and  content  satisfactory  to  the  Committee.   It  is  understood, 
however,  that  the  Chairman  of  the  Committee  reserves  the 
right  to  terminate  this  agreement  at  any  time. 

The  Contractor  further  agrees  and  warrants  that  it: 

1.  Has  not  employed  any  person  to  solicit 
or  obtain  this  Agreement  for  any  commission,  percentage, 
brokerage  or  contingent  fee; 

2.  Will  save  the  Government  harmless  from 
liability  in  performance; 

3.  Will  release  no  information  obtained  in 
carrying  out  the  provisions  of  the  contract  without  prior 
consent  of  the  contracting  Committee; 

4.  Will  not  subcontract  or  assign  elsewhere 
any  of  the  work  or  service  involved  without  prior  consent 
of  the  contracting  Committee;  and 

(1) 


5.   Will  not  discriminate  in  its  performance 
of  this  Agreement  because  of  race,  creed,  color,  or  national 
origin  and  shall  comply  with  all  laws  appertaining  to  the 
compensation  of  labor. 

The  Contractor  further  agrees  and  warrants  that 
it  will  fully  complete  its  services  to  the  Committee  here- 
under not  later  than  May  31,  1976,  unless  said  date  shall 
be  extended  by  mutual  agreement  of  the  parties  to  this 
Agreement,  and  with  the  approval  of  the  said  Committee  on 
Rules  and  Administration. 

No  Member  or  Delegate  to  Congress,  or  Resident 
Commissioner,  shall  be  admitted  to  any  share  or  part  of 
this  contract  or  to  any  benefit  that  may  arise  therefrom. 


Committee  on  the  District  of  Columbia 

Thomas  F.  Ea^leton 

Chairman 

Charles  McC.  Mathias 

Ranking  Minority  Member 

Arthur  Andersen  f?  Co. 
Contractor 

Charles  N.  Storm 


By:. 


Approved  by  the  Committee 
on  Rules  and  Administration 
of  the  United  States  Senate 


Howard  Cannon 


Chairman 


THOMAS    F.    EAGLETON.    MO..   CHAIRMAN 
OANIEL  K.    INOUYE     HAWAri  CHARLES  MC  C.    MATHIAS.    JS 

AOLAI    E.    STEVENSON.   ILL  DEWEY   F.    BARTLETT.  OKLA. 

JOHN   GLENN     OHIO  JAKE    GARN.   UTAH 

ROBERT  HARRIS.    STAFF    DIRECTOR  AND  GENERAL  COUNSE 
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COMMITTEE  ON 
THE  DISTRICT  OF  COLUMBIA 

WASHINGTON.  D.C.      20510 


December  15,  1975 


TO  WHOM  IT  MAY  CONCERN: 


You  are  invited  to  submit  a  proposal  for  auditing 
services  relating  to  the  District  of  Columbia  govern- 
ment.  Specifications  relating  to  the  submission  of 
such  proposals  are  attached. 


Very  truly  yours , 


C, re u uHr-  cjLj/hi. ?%3L<i 


Thomas  F.  Eagleton         Charles  McC.  Mathias 
Chairman  Ranking  Minority  Memb/r 


Attachment 
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REQUEST   FOR    PROPOSAL 
p(jLcsv    *- 

December  15,  1975 


I.  Summary 

The  Senate  Committee  on  the  District  of  Columbia,  pursuant 
to  Senate  Resolution  316,  is  requesting  proposals  from 
independent  certified  public  accountants  to  perform  a  survey  of 
the  accounting  and  financial  management  practices  of  the  District 
of  Columbia  government.   The  scope  and  requirements  of  this 
survey  are  set  out  in  this  document.   There  are  three  primary 
objectives  of  this  survey,  and  firms  seeking  to  submit  proposals 
should  address  themselves  to  these  points:  (a)  defining  and 
analyzing  existing  problems,  (b)  developing  a  plan  leading  to  the 
implementation  of  generally  accepted  accounting  principles  and 
the  eventual  statement  of  an  auditor's  opinion,  and  (c)  reporting 
on  the  results  of  the  survey  to  the  Senate  Committee  on  the 
District  of  Columbia. 


II.  Description  of  Work  for  Survey 

A.  Review  prior  work 

Analyze  previous  surveys  and  reviews  of  District 
accounting  and  reporting  practices.   Review  recommendations 
made,  follow-up,  and  extent  of  implementation. 

B.  Compliance  with  legal  requirements 

Limited  home  rule  was  accorded  the  District  of 
Columbia  under  Public  Law  93-198.   The  survey  should  review 
this  legislation,  relevant  D.C.  Code  regulations,  and  other 
relevant  documents  necessary  for  understanding  the  authority 
and  obligations  of  the  District  as  a  whole.   The  survey 
should  examine  the  legal  requirements  for  Federal 
appropriations,  borrowing,  and  reporting  which  apply  to  the 
District.   This  would  be  required  in  order  to  assess  the 
adequacy  of  controls  to  assure  compliance  with  such 
regulations. 

C.  Organization 

1 .  Review  structure  of  government 

Survey  organization  charts  and  structure  of 
principal  operating  units. 

2.  Review  policy  and  procedure  documentation 

3.  Analyze  budget  preparation  process 

This  should  be  a  definition  of  the  budget 
development  process  within  the  Mayor's  office. 
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Attention  should  be  given  to  manner  of  presentation, 
inclusion  of  historical  data,  bases  for  revenue 
projections,  and  development  of  cost  estimates  for 
expenditure  projections. 

D.  Accounting 

1.  Define  existing  accounting  procedures 

The  analysis  should  include  general  operating 
expenses,  the  capital  program,  and  the  individual 
funds . 

2.  Identify  and  analyze  departures  from  GAAP 

Compare  existing  accounting  principles  to  those 
currently  used  by  corporate  entities,  and  to  those 
standards  which  have  been  endorsed  for  use  by 
governmental  units.   The  survey  should  also  note  the 
requirements  imposed  by  the  General  Accounting  Office 
and  the  Department  of  the  Treasury. 

3.  Discuss  appropriateness  of  various  systems 

With  respect  to  the  information  gathered  in 
II. D. 1.   and  II. D. 2.,  discuss  the  appropriateness  of 
cash  versus  accrual  basis  accounting  and  the 
circumstances  under  which  each  might  be  desirable. 

4.  Analyze  financial  controls  in  effect 

Review  adherence  to  and  validity  of  controls 
over  fiscal  and  financial  policies,  procedures,  and 
practices.   Inquire  into  controls  over  accounting 
systems:  approval  of  financial  transactions,  recording 
and  coding  procedures,  preparation  of  financial 
statements. 

E.  Reporting  and  auditing 

1.  Review  internal  reporting  activities 

Survey  information  reported  by  the  several 
entities  of  the  District  government  to  the  central 
budget  and  accounting  office  for  consistency, 
accuracy,  support,  currency,  and  completeness. 

2.  Review  internal  auditing  activities 
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Examine  programs,  plans,  accomplishments,  and 
capabilities  of  the  internal  audit  systems  and  other 
self-evaluations  of  the  District  government. 

3.  Review  activities  of  General  Accounting  Office 

Define  role  of  General  Accounting  Office  in 
auditing  District  fiscal  affairs. 

4.  Survey  existing  external  financial  reporting 

Note  existing  requirements  for  financial 
reporting  and  discuss  generally  accepted  standards 
with  respect  to  financial  reporting. 

F.  Preliminary  recommendations  for  improvement 

The  survey  should  recommend  preliminary  suggestions 
for  improving  accounting  and  reporting  procedures, 
particularly  those  which  can  be  accomplished  without  outside 
assistance. 

G.  Outline  requirements  for  further  work 

1 .  Recommend  plan  of  work  for  further  stages 

As  mentioned  in  I.  above,  a  major  objective  of 
this  preliminary  survey  is  the  development  of  a  plan 
of  work  leading  to  the  implementation  of  generally 
accepted  accounting  principles.   It  is  anticipated 
that  the  results  of  the  survey  would  be  used  as  the 
basis  for  proceeding  with  a  full  audit  of  the  District 
government,  with  the  hope  that  an  auditor  could 
eventually  give  a  favorable  opinion  of  the  correctness 
of  the  annual  financial  statement.   Hence  a  firm's 
ability  to  develop  such  a  plan  would  be  of  major 
importance  in  the  survey  phase. 

2.  Discuss  internal  (District)  resource  availability 

Evaluate  the  internal  audit,  GAO,  and  other 
governmental  assistance  which  may  be  available  to 
minimize  the  cost  of  the  engagement  and  to  enable  the 
most  effective  follow-up.   Determine  the  need  for 
additional  accounting  personnel  in  the  District 
government . 

3.  Estimate  the  timetable  required  for  future  work 
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Structure  a  reasonable  timetable  for  completing 
the  steps  outlined  in  II. 9.1. 

4.  Estimate  man-hours  and  cost 

The  survey  should  be  designed  to  produce  a 
reasonably  accurate  estimate  of  the  number  of  man- 
hours,  type  of  staffing,  and  cost  of  carrying  out  the 
further  work  recommended.   The  cost  estimate  would  be 
used  primarily  to  evaluate  the  desirability  of  doing 
further  audit  work.   The  cost  estimate  would  not  be 
considered  a  bid  on  the  work  by  the  firm  performing 
the  survey,  nor  would  the  cost  estimate  create  any 
prejudice  for  or  against  that  firm  as  regards  future 
contracts . 

5.  Discuss  feasibility  of  proceeding  with  additional 
work  through  consortium  or  subcontracting 
arrangements. 

III.  Submission  of  Proposals 

A.  Requirements 

1.  Ten  (10)  copies  of  the  proposal  shall  be  submitted. 

2.  Proposals  must  be  received  by  the  close  of  business 
(5:00  p.m.)  on  Monday,  January  12,  1976. 

3.  Proposals  shall  be  addressed  to  the  Senate 
Committee  on  the  District  of  Columbia;  Attention: 
Robert  Harris,  Staff  Director;  6222  Dirksen  Senate 
Office  Building;  Washington,  D.C.   20510.   Proposals 
may  be  delivered  by  mail  or  by  hand. 

B.  Independence  and  objectivity 

The  following  information  should  accompany  the 
proposal : 

1 .  Descriptions  of  work  in  process  or  work  performed 
for  the  District  of  Columbia,  its  officials,   the 
General  Accounting  Office,  or  any  other  organization 
with  respect  to  the  District  of  Columbia  within  the 
last  five  years,  and  comments  as  to  how  such  work 
might  impact  on  independence  and  objectivity. 

2.  Financial  information  such  as  balance  sheet, 
statement  of  income  and  expense,  statement  of  retained 
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capital,  number  of  partners,  and  other  information 
which  the  firm  feels  appropriate  to  establish  the 
financial  stability  of  the  firm. 

3.  A  listing  of  any  clients  whose  fees  account  for  5 
percent  or  more  of  the  firm's  revenues,  and  the 
percentage  for  which  each  accounts. 

4.  Additional  information  pertaining  to  the 
independence  and  objectivity  of  the  firm. 

C.  Competence 

The  proposal  should  include  information  on  the  firm's 
experience  in  the  auditing  of  large  state  and  local 
government  units.   Also  include  information  to  demonstrate 
the  ability  to  identify  errors,  problems  which  cause  errors, 
problems  which  contribute  to  inefficient  or  ineffective  use 
of  resources,  and  the  ability  to  develop  creative,  valid, 
and  practical  recommendations.   Offerors  may  indicate  client 
names,  and  the  name  and  telephone  number  of  responsible 
individuals  who  may  be  contacted  as  a  matter  of  reference. 

D.  Engagement  team 

Firms  should  explain  how  they  would  organize  and 
manage  the  engagement  team.   All  professionals  down  to  the 
senior  accountant  level  and  the  work  to  be  performed  by  each 
should  be  listed.   Resumes  for  these  named  individuals 
should  be  provided  and  should  indicate  their  general 
qualifications  and  the  extent  of  recent  experience  in 
auditing  and  evaluating  the  financial  systems  of  state  and 
local  governments. 

E.  Approach 

The  proposal  should  describe  in  detail  the  firm's 
anticipated  approach  to  the  work  described  in  II.  above. 

F.  Contribution  to  goals 

The  firm  should  submit  its  ideas  on  how  it  would 
contribute  to  the  objective  of  enhancing  the  financial 
credibility  of  the  District. 

G.  Pricing 

1.  Payment  will  be  made  on  the  basis  of  time  and 
materials. 
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2.  Firms  should  state  a  guaranteed  maximum  price, 
which  would  be  the  amount  paid  should  the  total  of 
time  and  materials  exceed  that  price.   Under  the 
authority  of  Senate  Resolution  316,  no  more  than 
$45,000  may  be  expended  on  this  project. 


H.  Reporting 


1.  Proposal  should  specify  the  date  on  which  the  final 
report  would  be  submitted  to  the  Committee.   The 
Committee  requires  this  final  report  by  April  17, 
1976. 

2.  Proposal  should  specify  approximate  number  and 
timing  of  interim  written  progress  reports. 

3.  Firm  should  indicate  its  ability  to  provide  oral 
briefings  on  demand  during  the  course  of  the  project. 

4.  Firm  should  be  prepared  to  discuss  findings  of  the 
survey  in  testimony  before  the  Committee. 


IV.  Additional  Information 

A.  Notification 

All  firms  submitting  proposals  will  be  notified  of  the 
award.   It  is  anticipated  that  the  contract  will  be  signed 
on  or  before  January  26,  1976. 

B.  Selection 

A  technical  evaluation  panel  may  be  assembled  to 
review  the  proposals  submitted  and  to  make  recommendations 
to  the  Committee.   Final  selection  will  be  made  by  the 
Committee.   The  following  factors  will  be  taken  into 
account: 

1 .  Experience  in  auditing  state  and  local  governments 

2.  Approach  to  be  used  in  carrying  out  the  survey 

3.  Understanding  of  the  financial  and  management 
reporting  requirements  of  the  District 

4.  Qualifications  of  professional  staff 

5.  Price 
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The  contract  will  not  necessarily  be  awarded  to 
the  lowest  bidder. 

C.  Participation  of  relevant  government  units 

The  District  government  (including  executive  and 
legislative  branches)  and  the  General  Accounting  Office  have 
pledged  their  complete  cooperation  with  the  firm  conducting 
the  survey. 

D.  Confidentiality 

All  responses  will  remain  confidential.   They  will  be 
considered  the  property  of  the  Senate  Committee  on  the 
District  of  Columbia. 

E.  Future  contracts 

Selection  of  a  firm  or  firms  to  conduct  future 
contract  work  for  the  Committee  will  be  made  independently. 
Participation  in  this  survey  phase  will  not  prejudice  the 
award  of  future  contracts  for  or  against  a  firm. 

F.  Contract  terras 

The  contract  to  be  drawn  up  will  include  those 
provisions  of  Standard  Form  32  (41  C.F.R.  S1-16. 901-32) 
which  are  not  inconsistent  with  or  specifically  changed  by 
this  Request  for  Proposal. 
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The  Senate  Committee  On 
The  District  Of  Columbia 

a  proposal  to  perform  a  survey  of 
the  accounting  and  financial 
management  practices  of  the 
district  of  columbia  government 


JANUARY  12,  1976 


Arthur  Andersen  &  Co. 
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Arthur  Andersen  &  Co. 


1666  K  Street.  N.W. 
Washington,  D.  C.  20006 

(202)  783-9310 

January  12,  1976 


The  Senate  Committee  on  the 

District  of  Columbia 
6222  Dirksen  Senate  Office  Building 
Washington,  D.  C.   20510 

Attn:   Mr.  Robert  Harris,  Staff  Director 

Dear  Mr.  Harris: 

We  are  pleased  to  submit  our  proposal  to  perform 

a  survey  of  the  accounting  and  financial  management  practices 

of  the  District  of  Columbia  as  outlined  in  your  request  dated 

December  15,  1975. 

The  purposes  of  this  survey  are  to  define  and 
analyze  existing  problems;  develop  a  plan  which  would  lead 
to  the  implementation  of  generally  accepted  accounting 
principles  and  the  eventual  auditors'  opinion;  and  report 
the  results  of  the  survey  to  the  Senate  Committee  on  the 
District  of  Columbia. 

Arthur  Andersen  &  Co.  has  extensive  experience  in 
this  type  of  survey  work  and  is  completely  qualified  to 
accomplish  the  objectives  as  outlined  in  your  Request  for 
Proposal.   We  request  that  you  note  in  particular  (l)  the 

(13) 
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qualifications  of  the  review  team  selected  for  the  survey, 
(2)  our  performance  on  similar  engagements,  and  (3)  our 
proven  approach  to  financial  accounting  and  reporting, 
auditing  and  consulting. 

The  selection  of  the  professional  firm  to  perform 
this  survey  is  a  difficult  process,  and  there  are  many 
criteria  you  will  examine  in  this  selection  process.   We 
consider  the  prime  characteristics  to  be  leadership, 
objectivity,  competence  and  experience.   On  all  of  these 
counts,  we  believe  our  firm  is  exceptionally  well  qualified. 
The  following  paragraphs  summarize  why  we  believe  this  to  be 
true . 

Leadership  and 

Objectivity        Our  leadership  within  the  accounting 

profession  toward  constructive  change  has 
won  for  us  the  vigorous  backing  of  thousands  of  clients  and 
nonclients.   This  is  particularly  true  in  the  development  of 
sound  accounting  principles  and  related  financial  reporting. 
Our  demonstrated  competence  in  government  matters  and  our 
objectivity  and  independence  are  significant  attributes 
which  would  assure  our  successful  completion  of  this  assign- 
ment.  For  example,  in  September  1975,  personnel  of  our 
Washington  office  who  would  be  on  the  survey  team  prepared  a 
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booklet  (included  in  the  exhibit  section  at  the  end  of  this 
proposal)  entitled  "Sound  Financial  Reporting  in  the  Public 
Sector."   The  booklet  included  consolidated  financial  state- 
ments for  the  United  States  Government  which  were  prepared 
on  the  accrual  basis.   As  we  stated  in  the  booklet,  sound 
financial  reporting  is  a  prerequisite  to  fiscal  responsi- 
bility.  We  undertook  this  project  to  encourage  public 
discussion  on  the  need  for  sound  accounting  controls  and 
financial  reporting  in  the  public  sector. 

Mr.  Harvey  Kapnick,  the  Chairman  and  Chief  Execu- 
tive of  Arthur  Andersen  &  Co.  has  committed  the  firm  to  an 
extensive  effort  in  the  area  of  financial  reporting  in  the 
public  sector.   In  this  respect,  we  are  working  on  a  joint 
project  with  the  faculty  at  the  University  of  Chicago 
Graduate  School  of  Business. 

Last  month  we  were  selected  by  the  Department  of 
the  Treasury  to  be  the  accounting  and  financial  advisors  to 
the  Secretary  of  the  Treasury  on  the  $2.3  billion  loan  to 
New  York  City. 
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Qualified  Review  Team     We  believe  this  engagement  demands 

the  top  resources  of  any  firm  of 
independent  public  accountants.   Many  firms  may  describe 
their  experts  in  the  field  and  indicate  that  they  will  be 
available  in  some  fashion  to  the  project  team.   We  would 
like  for  you  to  note  that  we  are  committing  all  of  our  top 
government  experts  to  active  participation  in  the  engage- 
ment.  The  personnel  we  have  assigned  to  conduct  this  survey 
have  been  carefully  selected  to  provide  the  Senate  Committee 
on  the  District  of  Columbia  with  the  experience  necessary  to 
accomplish  the  objectives  in  an  expeditious  manner.   Our  two 
project  directors  are  Mr.  Charles  A.  Bowsher  and  Mr.  Charles  L 
Storm,  who  have  firm-wide  responsibility  for  our  Federal  and 
State/Local  Government  industry  programs. 

All  of  the  team  members  have  extensive  experience 
in  state,  city  and  county  governments  in  their  areas  of 
special  expertise.   See  organization  and  matrix  of  exper- 
ience on  pages  3-5  and  3-6.   In  addition,  all  have  either 
particiated  in  the  design  and  installation  of  financial 
accounting  and  reporting  systems  or  in  auditing  and  con- 
sulting for  governmental  units. 

Furthermore,  Mr.  Kapnick  has  taken  a  personal 
interest  in  this  project  and  plans  to  participate,  as 
required,  in  working  with  the  Senate  Committee. 
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Detailed  resumes  of  all  team  members  are  included 
in  proposal  Section  3,  Survey  Team  Organization. 

Demonstrated  Performance      Arthur  Andersen  &  Co.  has  per- 
formed surveys  of  this  type  in 
virtually  every  industry  and  for  Federal,  state,  county  and 
city  governments.   In  proposal  Section  A,    Recent  Related 
Experience,  we  list  many  examples  of  engagements  in  the 
areas  specified  in  your  Request  for  Proposal.   The  personnel 
assigned  to  this  survey  have  participated  in  these  engage- 
ments and  our  commitment  of  these  personnel  to  this  engage- 
ment is  a  firm  one. 

The  examples  of  the  engagements  outlined  in  this 
proposal  are  a  strong  evidence  of  our  demonstrated  perfor- 
mance; however,  the  best  evidence  is  available  through 
recommendations  of  our  clients.   We  invite  you  to  solicit 
their  comments.   The  hallmark  of  our  practice  is  to  provide 
clients  with  sound  recommendations  that  are  practical  and 
capable  of  implementation. 

We  have  been  involved  in  financial  management  and 
auditing  for  over  sixty  years.   We  are  one  of  the  largest, 
if  not  the  largest  firm  of  our  type  in  the  world,  and  have 
in-depth  experience  on  thousands  of  engagements.   As  a 
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result  of  this  experience  and  our  commitment  to  quality- 
service,  we  have  developed  an  extensive  library  of  proven 
approaches  and  techniques,  the  practicality  of  which  has 
been  tested  on  hundreds  of  engagements.   These  experiences 
and  techniques  provide  background  and  solutions  to  clients' 
problems  and  needs.   We  believe  they  will  enable  us  to 
perform  a  superior  job  in  less  time  of  diagnosing  the 
problems  and  recommending  constructive  solutions. 

Summary 

We  believe  this  to  be  an  engagement  where  cre- 
ativity and  clear  thinking  need  to  be  applied  to  existing 
and  long-standing  areas  of  difficulty.   Accordingly,  although 
much  information  will  be  gathered  and  analyzed  during  the 
survey,  we  expect  that  it  will  be  the  synthesizing  of 
further  work  which  will  generate  the  new  approaches  to 
accounting  policies,  procedures  and  internal  controls  that 
will  be  the  real  benefit  of  this  work.   Although  we  will  be 
reviewing  the  District's  affairs  with  a  current  perspective, 
we  believe  our  work  must  also  look  to  the  future.   In  the 
future  lies  the  success  of  this  project.   We  are  eager  to- 
assist  the  District  in  achieving  a  position  of  leadership  in 
financial  controls  and  reporting  which  other  cities  through- 
out the  country  might  wish  to  emulate. 
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We  will  do  all  we  can  to  improve  the  credibility 
of  the  District's  financial  information.   We  plan  to  review 
critically  the  supervisory  and  financial  controls  over  the 
revenues  and  expenditures  of  the  District  while  thoroughly 
examining  the  personnel  resources. 

We  believe  that  the  urban  problem  is  the  predom- 
inant domestic  issue  in  the  United  States  today.   Our  firm 
has  publicly  supported  sound  financial  reporting  in  the 
public  sector  as  a  key  factor  in  addressing  these  problems. 
We  believe  a  major  effort  is  required  to  produce  a  profes- 
sional product  of  maximum  quality  and  further,  that  any 
effort  short  of  this  level  will  not  produce  the  meaningful 
analyses  and  answers  that  are  required  by  the  Senate  Com- 
mittee.  We  estimate  a  manpower  investment  approximating 
$200,000  at  our  regular  per  diem  rates  is  required  and 
further  recognize  that  the  Senate's  available  funds  are 
limited  to  $4-5,000.   However,  because  we  have  a  commitment 
to  improving  the  accounting  and  reporting  procedures  for  our 
public  sector  and  believe  the  D.  C.  Government  situation 
offers  a  unique  opportunity  for  us  to  further  our  research 
and  efforts  within  the  public  sector,  we  have  concluded  we 
will  contribute  our  professional  services  to  achieve  the 
objectives  outlined  in  your  request  and  will  undertake 
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this  project  for  $20,000,  which  we  would  expect  will  cover 
the  out-of-pocket  expenses  of  the  personnel  assigned  to  the 
engagement . 

To  help  in  your  review  of  this  proposal,  we  have 
organized  it  as  follows: 

Section  1  -  Statement  of  the  Work  To  Be  Done 

Section  2  -  Our  Approach 

Section  3  -  Survey  Team  Organization 

Section  4  -  Recent  Related  Experience 

Section  5  -  Independence  and  Objectivity 

V/e  are  prepared  to  commence  work  on  this  survey 
promptly  upon  selection  and  would  complete  the  assignment  by 
April  17,  1976.   We  would  be  prepared  to  discuss  the  finding! 
in  testimony  before  the  Senate  Committee  on  the  District  of 
Columbia.   We  look  forward  to  the  opportunity  to  work  with 
you.   If  you  have  any  questions  regarding  this  proposal, 
please  call  either  Mr.  Charles  A.  Bowsher  or  Mr.  Charles  L. 
Storm  at  (202)  785-9510. 

Very  truly  yours, 


(jfaktM    ubjlMA-s.     <^ 
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SECTION  1 
STATEMENT  OF  THE  WORK  TO  BE  DONE 

Included  in  this  section  of  our  proposal  is  a  dis- 
cussion of  our  understanding  of  the  objectives  of  the  survey 
and  also  the  general  description  of  the  work  to  be  done.   In 
order  to  properly  evaluate  the  scope  of  this  survey  and 
determine  how  effectively  and  efficiently  the  financial 
systems  are  operating,  and  for  purposes  of  making  the  appro- 
priate recommendations,  this  review  must  be  structured  with 
a  set  of  objectives  which  will  address  certain  key  consider- 
ations.  These  objectives  are  as  follows: 

General  Objectives 

•  Determine  if  the  financial  management  organiza- 

tion is  properly  structured  and  if  the  organ- 
ization plans  and  controls  expenditures  in  an 
efficient  and  effective  manner. 

•  Determine  if  .the  required  financial  information 

is  being  produced  by  the  current  financial 
systems . 

•  Determine  how  budgets  are  used  and  evaluated  in 

the  cost  control  process  and  if  the  extent  of 
financial  analysis  is  sufficient  to  ade- 
quately explain  variations. 
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•  Determine  what  has  to  be  changed  in  the  present 

financial  information  systems  to  (l)  enable 
the  District  to  apply  generally  accepted 
accounting  principles,  (2)  meet  the  require- 
ments imposed  on  it  by  the  General  Accounting 
Office  and  the  Department  of  Treasury,  and 
( 3 )  be  adaptable  to  conform  to  rules  and 
regulations  that  may  be  promulgated  by  the 
Securities  and  Exchange  Commission  or  other 
regulatory  agencies  for  the  purpose  of  regis- 
tration of  municipal  securities. 

•  Recommend  preliminary  suggestions  for  improving 

accounting  and  reporting  procedures,  particu- 
larly those  which  can  be  accomplished  without 
outside  assistance. 

Specific  Objectives  -  Determine  if  and  how  the  District' 
financial  systems  provide  for  the  following: 

•  Provide  complete  general  ledger  reporting  capa- 

bilities for  asset,  liability,  revenue  and 
expense  accounts  for  each  fund,  appropriation, 
program,  organization,  account,  location  and 
project . 
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•  Provide  the  capability  for  (l)  preparation  of 

the  budget,  (2)  review  and  approval  of  docu- 
ments and  (3)  tracking  the  budget  approvals 
through  to  the  District  Council's  final 
budget  amendments. 

•  Support  comprehensive  encumbrance  accounting 

and  reporting. 

•  Maintain  the  integrity  and  control  of  each 

fund. 

•  Plan,  collect  and  report  financial  and  statis- 

tical information  at  each  appropriate  level 
in  the  organization  and  program  structure. 

•  Provide  comparisons  of  actual  revenue  and 

expenditures  to  approved  budgets. 

•  Support  accrual  accounting,  and  utilize  the 

computer  to  create  as  many  of  the  accounting 
entries  as  is  practical. 

•  Support  current  period,  fiscal  year-to-date, 

and  project-to-date  reporting. 

•  Support  variance  and  other  forms  of  exception 

reporting . 
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•  Support  responsibility  reporting  concepts  for 

both  organizational  and  program  reporting. 

•  Integrate  directly  with  all  source  accounting 

systems. 

•  Properly  plan  and  report  controllable  and  non- 

controllable  expenses  including  cross-charging 
between  departments. 

•  Provide  users  with  a  simple  coding  scheme  (to 

minimize  clerical  effort  and  improve  clerical 
accuracy)  which  the  system  can  expand  into 
the  necessary  coding  to  support  comprehensive 
fund,  appropriation,  program,  organization, 
location  and  project  reporting. 

•  Provide  for  automatic  cost  allocations  where 

feasible  to  minimize  clerical  effort. 

General  Description  of  Work  to  be  Done 

In  order  to  adequately  address  the  present  prob- 
lems and  to  develop  a  plan  which  would  lead  to  the  eventual 
statement  of  an  auditor's  opinion,  we  believe  the  project 
scope  should  include,  but  not  be  limited  to,  the  following*: 

•  Review  and  analyze  all  previous  surveys  and 

reviews  of  the  District  of  Columbia's 
accounting  and  reporting  practices. 

1-4 


25 


Examine  and  review  the  legal  requirements  for 
Federal  appropriations,  filings  and  reporting 
which  apply  to  the  District,  and  review  the 
relevant  District  code  regulations  so  that 
we  could  assess  the  adequacy  of  controls  to 
assure  compliance  with  such  regulations. 

Review  the  systems  and  the  organization  of  the 
principal  operating  units,  data  processing 
resources  and  all  manual  accounting  procedures 
and  practices  and  the  documentation  thereof. 

Analyze  the  financial  planning  and  control  pro- 
cedures for  cash  management,  budgeting  and 
fund  control.   Included  in  this  would  be  a 
determination  of  the  basis  for  revenue  and 
expenditure  projections  and  the  development 
of  cost  estimates  for  claim  reimbursements. 

Define  all  accounting  principles  used  by  the 
District  and. compare  to  those  approved  for 
use  by  the  District.   In  addition  (1)  compare 
the  principles  to  those  generally  accepted 
in  the  private  sector  and  other  governmental 
units,  and  (2)  review  for  compliance  with 
requirements  of  the  General  Accounting  Office 
and  the  Department  of  Treasury. 
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•  Consider  cash  and  accrual  methods  of  accounting 

after  all  procedures  and  principles  have  been 
identified.   Determine  the  pros  and  cons  of 
each  of  these  methods  as  they  specifically 
relate  to  the  District. 

•  Determine  adequacy  of  the  accounting  policies, 

procedures  and  internal  controls  in  effect  at 
the  District. 

•  Review  internal  auditing  programs  and  evaluate 

the  capabilities  of  the  internal  audit  system! 
and  other  self-evaluation  systems  of  the 
District  government. 

•  Survey  information  flow  from  the  several  agen- 

cies and  entities  of  the  District  government 
to  the  central  budgeting  and  accounting 
office.   Evaluate  this  information  for  its 
meaningf ulness,  accuracy,  support,  timeliness 
and  consistency. 

•  Review  and  analyze  the  General  Accounting 

Office  audit  activities  and  reports  and 
define  for  your  Senate  Committee  the  future 
role  the  General  Accounting  Office  could 
best  carry  out  examining  the  District's 
financial  activities. 
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Analyze  the  adequacy  of  current  external  finan- 
cial reporting  including  compliance  with 
proper  reporting  requirements. 

After  completion  of  the  above  procedures 

Make  recommendations  for  improvement  in 
accounting  policies,  procedures  and 
internal  controls. 

Determine  specific  requirements  for  subse- 
quent work  and  the  type  of  assistance 
needed  from  the  District  or  the  General 
Accounting  Office  to  minimize  the  cost 
and  to  effectively  train  the  appropriate 
personnel . 

Estimate  the  timetable  and  the  cost  for 
the  proposed  subsequent  work. 

Prepare  final  report  to  the  Senate  Com- 
mittee on  the  District  of  Columbia. 
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OUR  APPROACH 


Preliminary  Definition 
and  Resolution  of 

Financial  Problems Our  booklet  "Sound  Financial  Re- 
porting in  the  Public  Sector," 
makes  several  observations  concerning  the  financial  condi- 
tion of  various  governmental  units  which,  according  to 
recent  public  commentary,  appear  to  be  particularly  perti- 
nent to  the  District.   These  are: 

Several  states,  large  cities  and  other  municipali- 
ties appear  to  be  in  serious  financial  difficulty.   This 
circumstance  can  produce  a  devastating  financial  crisis 
unless  timely  corrective  action  is  taken.   A  basic  problem 
has  been  that  financial  statements  of  government  units  have 
been  less  than  adequate  for  providing  the  fundamental  finan- 
cial information  necessary  for  governmental  officials, 
investors  and  the  public  to  be  adequately  informed.   Problem; 
are  not  identified  on  a  timely  basis,  and  when  problems  are 
uncovered  the  lack  of  adequate  information  leads  to  con- 
fusion and  frustration  in  attempting  to  deal  with  them. 

The  Comptroller  General,  Mr.  Elmer  Staats,  has 
stated  the  District's  financial  management  system  in  its 
present  state  probably  cannot  be  audited.   The  General 
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Accounting  Office,  in  attempting  to  review  the  financial 
systems  of  the  District,  has  encountered  many  problems 
including  (l)  serious  inadequacies  in  the  payroll  system, 
not  only  in  the  amounts  being  paid,  but  also  in  the  control 
or  positioning  of  certain  District  personnel,  and  (2)  prob- 
lems in  accounts  receivable  collections  and  in  billings  to 
third  parties  such  as  Medicare.   We  are  also  aware  of  the 
recent  announcement  of  a  $35  million  cut-off  error  in  the 
District's  financial  records. 

Based  on  what  has  been  publicly  disclosed  and  on 
GAO  reports  which  have  been  filed  with  Congress  and  our 
experiences  in  performing  similar  work  for  a  number  of  state 
and  local  governmental  units,  we  believe  that  you  may  antic- 
ipate the  survey  will  uncover  some  or  all  of  the  following 
additional  problems  in  some  degree: 

(l)   In  the  area  of  outside  purchases  and  payroll 
costs  which  represent  the  two  largest  types 
of  expenditures  incurred  by  the  District  (or 
for  that  matter  any  large  city): 

•  Duplicate  unauthorized  payments. 

•  Duplicate  accidental  payments. 

•  Weak  and  ineffective  inventory  controls. 

•  Misrouted  material  deliveries,  such  as 

food,  automotive  equipment  and  housing 
materials . 
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•  Inflated  prices  (with  the  risk  of  "kick 

backs"  ) . 

•  Certain  buying  sources  may  be  noncompeti- 

tive. 


(2)  In  the  area  of  personnel  administration: 

•  Personnel  on  the  payroll,  but  not  working. 

•  Poor  time  reporting  or  lack  of  controls. 

•  Duplications  on  the  payroll. 

•  Unauthorized  individuals  included  in  pen- 

sion programs. 

•  Nonexistent  persons  being  placed  on  the 

payroll. 

•  Persons  who  leave  the  District  employ  who 

continue  to  receive  payroll  checks. 

(3)  Some  cities  only  provide  financial  reporting 
at  the  fund  and  appropriation  level.   Program 
reporting  is  accomplished  by  recasting  the 
annual  appropriation  budget.   If  this  is  true 
of  the  District,  there  probably  exist  the 
following  operational  and  reporting  problems: 


•  Increasing  data  processing  effort  to 

develop  and  maintain  multiple  systems  as 
more  departments  desire  expanded  report- 
ing. 

•  Significant  data,  such  as  detail  encum- 

berance  and  budget  amounts  are  not  pro- 
vided on  most  interim  reports. 
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Operational  complexity  and  control  problems 
in  providing  data  to  these  systems  from 
multiple  sources. 

Cumbersome  and  time-consuming  reconcilia- 
tion of  the  various  reports. 

Inefficient  processing  causing  delays  in 
report  preparation. 

Lack  of  uniformity  and  coding  input  trans- 
actions . 


(A)      Some  government  systems  have  retained  their 

original  design,  although  they  have  been  con- 
verted to  operate  on  large,  sophisticated 
data  processing  equipment.   Generally,  re- 
porting problems  involving  these  systems 
include: 


•  Delays  in  identifying  and  correcting 

errors  and  input  transactions. 

•  Lack  of  coordination  and  cut-off  procedure 

schedules . 

•  Inadequate  reporting  of  incumberances . 

•  Need  for  simplification  of  input  coding 

requirements . 


As  the  Committee  is  concerned  over  generally 
accepted  accounting  principles,  sound  financial  controls  and 
related  reporting,  to  the  extent  that  the  above  described 
situations  are  present  in  the  District,  action  needs  to  be 
taken.   The  next  question  is  what  approach  or  approaches 
should  be  taken  to  rectify  the  problems? 
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Positive  recommendations  should  only  be  made  upon 
completion  of  the  survey.   However,  our  experience  is  that 
specific  recommendations  generally  fall  in  two  broad  areas: 

(1)  Develop  an  integrated  financial  accounting 
system  with  improved  controls  and  reporting. 
This  involves  a  complete  system  redesign,  and 
would  probably  cover  a  long  period  of  time. 
This  would  be  especially  true  if  there  were 
severe  deficiencies  in  present  personnel, 
accounting  and  systems  disciplines,  and 
internal  auditing. 

(2)  The  other  alternative  involves  immediate 
steps  to  modify  the  present  controls  and 
systems  so  as  to  strengthen  the  accounting 
and  internal  controls  within  the  present 
accounting  structure.   This  interim  systems 
effort  would  have  to  be  accomplished  as 
rapidly  as  possible. 

These  alternatives  need  not  be  mutually  exclusive. 
An  interim  systems  effort  does  not  necessarily  interfere 
with  the  development  of  an  integrated  financial  accounting 
system  as  discussed  in  Alternative  No.  1  above.   The  develop- 
ment of  a  formal  system  could  continue  at  the  same  time. 
However,  the  results  of  the  survey  would  determine  the  Dis- 
trict's needs. 
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The  survey  will  identify  the  probable  costs  re- 
lating to  all  recommendations.   It  is  not  possible  to 
provide  cost  data  until  the  problems  are  defined.   However, 
our  firm's  substantial  experience  in  the  development  of 
centralized  accounting  and  other  systems  will  permit  us  to 
provide  you  with  meaningful  cost  data  when  the  survey  report 
is  rendered.   Ultimate  cost  data  will  also  vary  depending 
upon  a  firm's  prior  experience.   For  example,  we  recently 
completed  an  engagement  for  the  City  of  Detroit,  Michigan  to 
design  and  implement  a  central  accounting  system.   Since 
this  system  was  a  modification  of  the  software  developed  for 
the  financial  management  and  reporting  control  system  we 
installed  in  Louisiana,  the  time  and  cost  required  for 
implementation  was  reduced.   Our  fees  for  this  engagement 
were  $500,000. 

Of  principal  concern  is  that  any  new  accounting 
system  installed  in  the  District  not  only  must  be  in  accord- 
ance with  generally  accepted  accounting  principles  and  con- 
form to  statutory  requirements  but  should  also  be  adaptable 
as  needed  to  conform  to  any  future  rules  and  regulations 
adopted  by  the  Securities  and  Exchange  Commission  or  other 
regulatory  Federal  agencies.   We  say  this  because  we  believe 
that  in  the  future  the  Securities  and  Exchange  Commission  or 
other  regulatory  Federal  agencies  may  require  certain  finan- 
cial reporting  before  approving  the  registration  and  sale 
of  municipal  securities. 
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In  summary,  through  our  study  and  past  experience, 
we  have  tried  to  give  you  some  appreciation  of  what  may  be 
determined  during  the  survey  phase  and  what  alternative 
courses  of  action  may  be  recommended.   No  positive  opinions 
or  recommendations  are  appropriate  until  the  survey  has  been 
completed.   We  have  also  described  our  specific  approach  to 
the  survey.   As  residents  of  the  District  of  Columbia  we  are 
keenly  aware  that  the  District  is  taking  steps  to  improve 
its  systems  and  is  currently  reviewing  various  systems 
installations.   These  would  be  considered  in  our  recommen- 
dations . 

General  Approach 

Taken  as  a  whole,  financial  management  is  a  finely 
tuned. set  of  responsibilities,  duties,  systems  and  proce- 
dures for  planning,  budgeting,  operation  and  follow-up  on 
all  basic  activities  involving  costs  and  revenues. 

Checks  and  balances  are  built  in  and  efficiency  is 
such  that  redundancies  should  be  permitted  only  when  needed 
for  control.   These  checks  and  balances  should  interface 
with  each  other  within  the  respective  departments  and  be- 
tween departments.   Because  of  this  totality,  we  believe  it 
is  appropriate  to  conduct  a  study  of  all  financial  manage- 
ment areas  and  not  to  omit  any  functional  areas.   Omissions 
could  lead  to  incomplete  conclusions  which  could  result  in 
future  inefficiencies. 
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We  propose  to  form  several  teams  of  individuals 
from  our  several  offices  who  have  knowledge  and  experience 
in  understanding  the  unique  accounting  and  reporting  re- 
quirements of  various  departments  of  government  such  as 
those  of  the  District  of  Columbia.   We  are  fortunate  in 
having  available  a  group  of  professionals  who  possess  a  wide 
range  of  experience  in  select  government  departmental  opera- 
tions.  Because  of  this  we  can  make  full  use  of  the  limited 
time  available,  minimize  the  learning  curve  and  success- 
fully complete  the  project. 

We  will  assign  each  of  five  working  teams  to  the 
areas  of  general  government  operations,  public  safety, 
education,  human  resources  and  environmental  services.   Each 
of  these  teams  will  concentrate  their  efforts  in  their 
respective  areas  of  specialization  (human  resources  for 
example).   We  have  developed  a  work  program  which  is  usable 
by  all  of  the  teams  as  they  review  their  designated  depart- 
ments within  the  D.  C.  government.   This  work  program  (in- 
cluded at  the  end  of  this  section)  includes  all  of  the  items 
set  forth  in  Section  II  of  your  Request  for  Proposal  and 
will  be  specifically  tailored  to  meet  each  department's 
particular  requirements.   We  also  have  designated  a  core 
group  of  well  qualified  and  experienced  personnel  to  be 
responsible  for  the  coordination  of  the  entire  project. 
This  group  includes  the  managing  partner  of  our  Federal 
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Government  Services  Industry,  Mr.  Charles  A.  Bowsher,  and 
Mr.  Charles  L.  Storm,  the  managing  partner  of  our  State  and 
Local  Government  Services  Industry. 

In  Section  3  of  this  proposal  we  have  included  our 
charts  showing  the  individuals  assigned  to  this  survey  and 
their  respective  areas  of  expertise  together  with  detail 
resumes  of  their  backgrounds  and  experience. 

We  believe  the  following  work  segments  represent  a 
logical  sequence  to  be  followed  in  completing  the  review. 
This  will  allow  us  to  utilize  the  project  teams  in  the  most 
efficient  manner. 


•  Organize  and  control  the  review  and  obtain 

additional  general  background  information. 

•  Review  the  financial  management  organization 

and  information  flow  controls. 

•  Analyze  fact  finding  and  summarize  data  based 

on  management  interviews. 

•  Review  the  present  automated  and  manual  infor- 

mation systems.   Determine  the  adequacy  of 
available  information  and  the  quality  of  the 
service  provided  by  the  respective  systems 
and  the  cost  of  the  service. 

•  Consolidate  data  gathered,  prepare  findings  and 

develop  conclusions. 

•  Develop  recommendations  for  improvements  in  the 

financial  management  and  reporting  organiza- 
tion.  Prepare  alternative  approaches,  includ- 
ing specific  recommendations  as  to  timing, 
scope  and  direction  for  a  subsequent  audit  if 
such  an  audit  is  determined  to  be  feasible. 

•  Prepare  the  final  report. 
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Our  proposed  procedures  are  flexible  and  may  be 
modified  or  redirected  if  we  uncover  unanticipated  condi- 
tions or  if  your  Committee  should  desire  to  redirect  our 
effort.   We  will  be  responsive.   However,  you  can  rest 
assured  that  before  we  would  undertake  any  major  deviation 
from  the  proposed  plan  we  would  discuss  circumstances 
thoroughly  with  the  Committee. 

Progress  Reporting      The  preparation  of  periodic  progress 

reports  is  a  standard  control  tool  on 
all  projects  we  undertake.   These  reports  serve  to  keep 
management  informed  of  the  accomplishments  during  the  re- 
porting period  and  focus  attention  on  items  requiring 
decisions  or  other  action.   It  would  be  our  recommendation 
to  have  progress  report  meetings,  including  written  reports, 
at  least  six  times  during  the  twelve  week  period  of  the 
study.   In  addition,  we  will  be  prepared  to  provide  oral 
briefings  at  any  time  during  the  course  of  the  work. 
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DISTRICT  OF  COLUMBIA 
SURVEY  OF  ACCOUNTING  AND  FINANCIAL  MANAGEMENT  PRACTICES 

WORK  PROGRAM 

I.     PROJECT  ADMINISTRATION 

A.  Finalize  specific  objectives  of  the  project. 

B.  Determine  internal  resources  (D.C.)  available 
to  assist  on  the  project. 

C.  Finalize  detailed  work  program  including  task 
completion  dates  and  specific  work  assignment; 

D.  Train  D.  C.  personnel,  who  will  assist  in  the 
project,  in  the  techniques  to  be  used  in  the 
review. 

E.  Schedule  review  of  the  various  departments. 

F.  Hold  progress  meetings. 

G.  Provide  project  supervision. 

II.     REVIEW  BACKGROUND  DATA 

A.  Analyze  reports  and  working  papers  from 
previous  surveys  relating  to  accounting  and 
reporting  practices. 

B.  Review  legal  requirements. 

1.  Public'Law  93-198. 

2.  Relevant  D.  C.  code  regulations. 

3.  General  Accounting  Office  ( GAO  )  regula- 
tions . 

4.  Department  of  the  Treasury  requirements. 

5.  Other. 
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Review  overall  structure  of  D.  C.  government. 

1.  Obtain  copies  of  all  pertinent  organiza- 
tion charts  and  policy  and  procedure 
manuals . 

2.  Determine  appropriate  officials  to  be 
interviewed  during  the  review. 


III.     REVIEW  SPECIFIC  DEPARTMENTS 

Public  Safety 
Education 
Human  Resources 
Environmental  Services 
General  Government  Operations 

A.    Meet  with  selected  departments  and  prepare 

descriptions  of  each  accounting  and  reporting 
system.   Include  such  information  as: 

1.  Who  maintains  the  system(s)? 

2.  Is  the  system  manual  or  mechanized? 

3.  If  the  system  is  mechanized,  where  is 
the  processing  done? 

4.  How  do  the  systems  relate  to  the  control 
systems? 

5.  Do  the  systems  provide  the  information 
required? 

6.  Is  the  department  satisfied  with  the 
system? 

7.  Does  the  system  duplicate  other  informa- 
tion maintained  within  the  department  or 
by  the  control  system? 

8.  What  are  the  objectives  of  the  system? 

9.  Are  accounting  records  maintained 
according  to  GAAP  and  in  accordance  with 
requirements  of  GAO  and  Department  of 
Treasury? 

10.    What  types  of  internal  control  are  built 
into  the  system? 
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B.  Obtain  copies  of  internal  reports  generated 
by  the  departmental  systems  and  determine: 

1.  What  are  the  reporting  requirements  of 
the  systems? 

2.  Who  determines  the  reporting  requirements? 

3.  What  information  is  included  in  each 
report? 

4.  What  is  the  sequence  of  the  report? 

5.  How  frequently  is  the  report  prepared? 

6.  Does  the  report  duplicate  information 
available  from  other  sources? 

7.  Who  uses  the  report? 

8.  Does  the  report  fulfill  a  meaningful 
purpose? 

9.  Could  other  types  of  reports  be  con- 
sidered to  fulfill  the  basic  objectives? 

C.  Review  all  manual  or  mechanized  information 
files  utilized  by  the  system. 

1.  File  type  -  manual  or  mechanized? 

2.  Contents  of  the  files. 

3.  Sequence  of  the  files  ("key"). 

4.  Frequency  of  use. 

5.  Describe  file  maintenance  method  of 
update . 

6.  Controls  maintained  over  input  to  the  file 

7.  What  is  the  purpose  of  the  file  and  the 
information  needs  satisfied  by  it? 

8.  Might  it  be  desirable  to  consider 
certain  alternative  file  types? 
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D.  Describe  the  processing  flow  of  the  system. 

1.  What  type  of  input  documentation  is 
used?   Obtain  copies. 

2.  Who  prepares  the  input  documents  and 
what  is  the  distribution  of  copies? 

3.  What  controls  are  maintained  over 
processing? 

4.  Obtain  copies  of  processing  flow  charts 
and  description  of  processing  flow. 

5.  How  does  the  system  interface  with  other 
systems? 

E.  Identify  accounting  related  personnel. 

1.  How  many  people  are  directly  involved 
with  accounting  and  related  functions? 

2.  Summarize  man-hours  and  payroll  costs 
relating  to  accounting  functions. 

3.  Enumerate  the  classification  level  of 
accounting  personnel. 

F.  Review  accounting  equipment  usage  such  as 
data  processing  equipment  and  posting 
machines.   Determine: 

1.  Specific  equipment  identification. 

2.  Cost  or  rental  for  equipment. 

3.  Equipment  utilization. 

4.  Salaries  of  personnel  directly  associated 
with  accounting  equipment. 

5.  Specific  accounting  functions  accommodated 
by  the  hardware. 

G.  Review  areas  in  which  the  department  may  or 
may  not  have  accounting  records.   Find  out 
what  is  done  in  such  areas  as: 

1.  Inventories. 

2.  Property. 
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3.  Long-range  planning  and  budget  prepar- 
ation . 

4.  Accrual  of  revenues  and  expenditures. 

5.  Accrual  of  sick  and  vacation  leave 
and  retirement  benefits. 

6.  Review  department  audit  reports  and 
problem  areas  noted. 

H.    Discuss  adequacy  of  current  systems  with 
appropriate  supervisory  personnel.   Cover 
such  things  as: 

1.  Usefulness  of  existing  reports. 

2.  Reliance  on  accuracy  of  reporting  systems 

3.  Improvement  projects  in  process  or 
planned . 


IV.     PROGRESS  MEETINGS 

A.  Prepare  for  periodic  progress  meetings  with 
District  and  Committee  personnel: 

1.  Review  prior  meeting  memoranda  and 
status  of  matters  in  process. 

2.  Update  current  status  of  survey. 

3.  Identify  areas  requiring  management 
consideration  and  recommend  action  to 
be  taken. 

4.  Prepare  commentary  on  the  status  of  the 
project . 

B.  Review  the  status  of  the  survey  with  appro- 
priate personnel: 

1.  Document  comments  and  matters  requiring 
attention . 

2.  Prepare  memoranda  on  the  results  of  the 
meetings  and  distribute  copies  to  appro^ 
priate  personnel. 
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CONCLUSIONS  AND  RECOMMENDATIONS 

A.  Collect  and  organize  findings  for  the 
committee . 

1.    Prepare  a  summary  of  all  material 
accounting  and  financial  reporting 
functions.   Note  important  facts. 

a.  Indicate  which  functions  are  dup- 
licated by  the  various  departments 
or  the  central  accounting  office. 

b.  Indicate  which  functions  are  not 
presently  performed  by  anyone. 

c.  Identify  and  analyze  departures 
from  GAAP  and  requirements  of  GAO 
and  Department  of  Treasury. 

d.  Adequacy  of  controls  over  fiscal 
affairs. 

e.  Appropriateness  of  the  financial 
systems  currently  in  effect. 

f.  Compliance  with  legal  requirements. 

B.  Develop  a  plan  leading  to  the  implementation 
of  generally  accepted  accounting  principles. 

1.  Identify  changes  required  to  comply 
with  GAAP. 

2.  Prepare  definition  of  accounting  system 
which  can  accommodate  all  accounting  and 
financial  reporting  functions. 

3.  Develop  a  master  plan  for  making  the 
necessary  changes. 

4.  Prepare  an  implementation  work  program 
to  identify  the  work  tasks  and  related 
manpower  requirements  to  proceed  with 
the  future  work. 

5.  Determine  which  changes  can  be  accomplished 
without  outside  assistance. 

6.  Structure  a  timetable  for  and  the  cost  of 
completing  the  additional  work. 
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VI.     PREPARE  A  REPORT  OF  RECOMMENDATIONS 

A.  Prepare  an  outline  of  the  final  report. 

B.  Discuss  the  outline  with  appropriate  D.  C. 
and  committee  personnel. 

C.  Assign  report  elements  to  various  project 
personnel . 

D.  Complete  draft  of  final  report. 

E.  Submit  draft  of  report  to  appropriate  personnel 
for  comment . 

F.  Complete  final  draft. 
II.     SUBMIT  THE  FINAL  REPORT 
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SECTION  3 
SURVEY  TEAM  ORGANIZATION 

This  survey  requires  team  members  who  possess 
technical  expertise  and  the  ability  to  apply  this  expertise 
in  an  environment  of  government  financial  management. 
Arthur  Andersen  &  Co.  is  able  to  commit  such  experienced  and 
qualified  personnel  to  fully  meet  the  unique  requirements  of 
the  Senate  Committee  in  its  effort  to  obtain  sound  financial 
management  organizations  and  systems  and  the  implementation 
of  generally  accepted  accounting  principles. 

The  selection  of  these  personnel  was  based  on  two 
factors.   First,  there  was  a  requirement  for  previous  exper- 
ience in  city,  state  and  county  government.   Second,  there 
was  a  requirement  for  a  high  level  of  technical  ability  in 
the  areas  of  financial  organization,  financial  management 
information  systems  (including  auditing,  accounting,  finan- 
cial reporting  and  analysis,  and  other  data  systems)  and 
long-range  planning  so  as  to  enable  a  review  of  these  and 
related  topics  in  terms  of  cost  and  effectiveness. 

This  section  includes  the  organization  of  the 
survey  team  and  a  summary  of  their  government  experience 
(included  as  exhibits  in  this  section)  and  resumes  on  the 
team  members  . 
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The  resumes  by  no  means  contain  a  full  description 
of  the  individual's  entire  experience  and  accomplishments 
relevant  to  this  survey.   They  have  been  prepared  to  indi- 
cate the  high  level  of  expertise  and  experience  these  people 
have  in  city,  county  and  state  government.   All  of  the 
personnel  are  full-time  career  members  of  our  organization. 
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CHARLES  A.  BOWSHER 

Mr.  Bowsher  joined  the  Chicago  office  of  Arthur 
Andersen  &  Co.  in  1956.   He  is  currently  a  partner  in  the 
Washington,  D.  C.  office  and  serves  as  Managing  Partner  of 
the  firm's  Federal  Government  Services  Industry  Program.   In 
this  capacity  as  well  as  in  an  appointed  position  in  the 
Federal  government,  Mr.  Bowsher  has  had  supervisory  respon- 
sibility similar  to  that  required  in  the  evaluation  of  the 
District  of  Columbia's  financial  management  organizations 
and  systems. 

Government  Service 

Department  of  the  Navy  -  In  November  1967,  Mr.  Bowsher 
was  nominated  by  President  Johnson  for  the  positon  of  Assis- 
tant Secretary  of  the  Navy  (Financial  Management),  which  he 
assumed  as  of  December  18,  1967.   He  was  reappointed  by 
President  Nixon  and  held  this  position  until  June  30,  1971, 
when  he  resigned  to  return  as  a  partner  of  Arthur  Andersen  & 
Co. 

As  the  Assistant  Secretary  of  the  Navy  (Financial 
Management),  Mr.  Bowsher  had  line  responsibilities  of  the 
Comptroller  and  Chief  Financial  Officer.   These  included 
direct  supervision  of  an  annual  budget  of  over  $20  billion, 
which  was  administered  by  a  budget  department  of  250  people, 
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an  accounting  and  systems  department  of  4,500  and  an  inter- 
nal audit  staff  of  500.   In  addition,  he  had  the  direct 
coordination  responsibility  for  both  the  Senate  and  House 
Appropriations  Committees,  the  Office  of  Management  and 
Budget  and  the  General  Accounting  Office.   He  also  had 
responsibility  for  all  ADP  operations  in  the  Navy  and  for 
the  management  information  system  for  the  Secretary  of  the 
Navy. 

Government  Consulting 

New  York  City  -  Engagement  partner  for  the  work  we 
are  performing  for  the  Department  of  the  Treasury  as  account- 
ing and  financial  advisors  with  regard  to  the  financial 
reporting  problems  of  the  City  of  New  York. 

Department  of  the  Interior  -  Engagement  partner 
for  a  review  performed  for  the  Assistant  Secretary  of  the 
Interior  -  Management  and  Budget,  to  evaluate  the  accounting, 
budgeting  and  program  information  systems  of  the  Department 
of  the  Interior  and  its  Bureaus  and  Offices.   The  objective 
of  the  engagement  was  to  develop  comprehensive  plans  for 
both  short  and  long-term  improvements  in  financial  manage- 
ment and  program  information  systems  to  better  serve  the 
information  needs  of  the  Secretariat  and  the  Department. 

Federal  Reserve  -  Consulting  partner  for  the  de- 
sign of  a  totally  integrated  management  information  system. 
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The  project  involved  extensive  interviews,  analysis  of 
information  requirements  and  current  management  information 
systems . 

General  Accounting  Office  -  Engagement  partner  on 
an  assignment  which  called  for  the  development  and  presenta- 
tion of  two  seminars,  the  first  of  which  was  entitled  "What 
are  the  Special  Problems  of  Financial  Management  in  the 
Federal  Government?"   This  seminar  was  presented  to  Assistant 
and  Under  Secretaries,  or  their  counterparts,  of  selected 
Federal  government  departments.   A  second  seminar  was  en- 
titled "Are  Reimbursably  Funded  Government  Agencies  Operating 
on  a  Business-Like  Basis?" 

U.  S.  Price  Commission  -  Consulting  partner  on  an 
engagement  to  set  up  the  systems  and  procedures  needed  to 
meet  the  mission  requirements  of  the  U.  S.  Price  Commission. 

National  Railroad  Passenger  Corporation  -  Continu- 
ing and  direct  involvement  in  the  planning  and  control  of 
all  the  firm's  assignments  for  National  Railroad  Passenger 
Corporation.   Among  these  was  the  submission  of  special 
testimony  regarding  railroad  compensation  which  was  pre-   , 
sented  to  the  Interstate  Commerce  Commission. 

Background 

Mr.  Bowsher  graduated  from  the  University  of 
Illinois  with  a  Bachelor  of  Science  degree  in  1953.   After 
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serving  two  years  in  the  U.  S.  Army,  he  attended  the 
University  of  Chicago  Graduate  School  of  Business  and 
received  an  M.B.A.  degree  in  1956.   In  1957,  he  was  licensed 
as  a  CPA  in  the  State  of  Illinois  and  is  licensed  in  several 
other  states  by  reciprocity. 

His  interest  in  the  government  led  to  his  chair- 
manship of  the  Board  of  Visitors,  Defense  Systems  Management 
School;  membership  in  the  Secretary  of  the  Navy's  Navy  and 
Marine  Corps  Acquisition  Review  Committee  (NMARC);  member- 
ship in  the  Advisory  Committee  to  the  Secretary  of  Health, 
Education  and  Welfare  and  Commissioner  of  Social  Security  on 
Medicare  Administration;  and  membership  in  the  Federal 
Government  Executive  Committee  of  the  American  Institute  of 
Certified  Public  Accountants. 

Mr.  Bowsher  is  a  recipient  of  the  Navy  Distinguished 
Public  Service  Award  (1969  and  1971)  and  the  Department  of 
Defense  Distinguished  Public  Service  Award  (1971). 

He  is  a  member  of  the  District  of  Columbia  Institute 
of  Certified  Public  Accountants  and  the  American  Institute 
of  Certified  Public  Accountants.   He  is  also  a  member  of  the 
Public  Sector  Advisory  Committee,  Metropolitan  Washington 
Board  of  Trade  and  the  Management  Advisory  Services  Division 
Task  Force  of  the  American  Institute  of  Certified  Public 
Accountants . 
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Mr.  Bowsher  was  a  member  of  the  firm's  research 
group  which  compiled  the  booklet  "Sound  Financial  Reporting 
in  the  Public  Sector"  published  by  Arthur  Andersen  &  Co.  in 
1975. 
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CLIFFORD  E.  COX 

Mr.  Cox  is  a  manager  in  the  Administrative  Services 
Division  of  our  Chicago  office.   Since  joining  the  firm  in 
1972  his  experience  has  been  primarily  in  the  field  of 
business  systems  for  educational  institutions. 

Government  Consulting 

Chicago  Board  of  Education  -  Project  leader  for  the 
design  and  installation  of  a  comprehensive  real-time  person- 
nel information  and  payroll  system  for  the  Chicago  Board  of 
Education.   The  Chicago  Public  School  System  has  approximately 
60,000  employees,  700  schools,  a  one  billion  dollar  annual 
budget  and  600,000  students.   Mr.  Cox  was  responsible  for  a 
major  part  of  the  design  of  this  computer-based  system.   He 
also  directed  the  installation  effort  of  the  processing 
system.   In  addition,  Mr.  Cox  had  a  key  role  in  defining 
the  integration  of  this  system  with  both  the  current  and 
newly  designed  accounting  and  financial  control  systems. 

Mr.  Cox  has  been  involved  in  other  engagements 
dealing  with  the  information  needs  of  government  agencies: 


He  was  the  project  leader  for  the  establish 
ment  of  the  data  base  administration 
function  for  the  Chicago  Public  School 
System . 


3-12 


59 


He  participated  in  the  review  of  the  planning 
and  management  information  system  of 
another  public  school  system  with  170,000 
student  s . 

He  was  the  project  leader  for  the  design  of 
an  accounting  and  management  information 
system  for  a  transit  district. 


Mr.  Cox  received  a  Bachelor's  degree  in  social 
science  from  the  University  of  Chicago  in  1964  and  a 
Master's  degree  in  business  administration  from  the  same 
institution  in  1966. 
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ALEXANDER  E.  DEAN 

Mr.  Dean  joined  the  firm  in  1971  and  is  now  a 
manager  in  the  Administrative  Services  Division  of  our 
Washington,  D.  C.  office.   Mr.  Dean  has  performed  extensive 
reviews  in  the  area  of  operating  procedures  and  information 
systems  for  both  government  and  private  industry  clients. 

Government  Service 

U .  S.  Coast  Guard  -  As  an  officer  in  the  Coast 
Guard,  he  served  as  project  leader  in  charge  of  designing 
and  installing  the  "JUMPS"  -  Joint  Uniform  Military  Pay 
System,  which  is  used  to  standardize  compensation  procedures 
for  service-wide  military  pay.   This  work  involved  an  under- 
standing of  all  military  and  government  regulations  concern- 
ing compensation  and  personnel  accounting. 

He  also  led  the  Coast  Guard's  research  and  develop- 
ment efforts  to  install  optical  character  recognition  as  a 
means  of  data  entry.   This  responsibility  included  selection 
of  vendors,  programming  and  systems  design. 

Government  Consulting 

Federal  Home  Loan  Bank  Board   Manager  for  an 
operational  audit  of  the  Information  Systems  Division.   The 
objective  of  the  operational  audit  is  to  identify  deficien- 
cies within  the  Information  Systems  Division  in  the  areas 

3-14 


61 


of  organization,  personnel  policies,  physical  security, 
standards,  resource  utilization,  project  control,  planning, 
library  and  data  retention  practices,  backup  and  recovery, 
systems  operations  and  scheduling.   Where  deficiencies  are 
identified,  alternate  solutions  for  improving  these  areas 
and  estimates  of  the  resources  required  to  implement  alter- 
natives are  being  developed  and  presented  for  the  considera- 
tion of  management. 

General  Accounting  Office  -  Served  as  lead  analyst 
on  an  internal  facilities  management  review  of  the  data 
processing  function  of  the  General  Accounting  Office.   The 
purpose  of  the  engagement  was  to  develop  detailed  technical 
procedures  for  conducting  internal  facilities  management 
reviews  of  the  various  data  processing  operations  throughout 
the  government.   Specific  responsibilities  included  a 
detailed  review  of  the  operating  system  and  major  applica- 
tions.  This  engagement  included  the  use  of  software  and 
hardware  monitor  techniques. 

Urban  Mass  Transportation  Association  -  Analyst 
on  an  engagement  to  provide  a  management  accounting  and 
project  administration  and  control  system.   His  specific 
responsibility  included  the  design,  programming  and  instal- 
lation of  cost  budgeting  and  accrued  expenditure  forecast- 
ing models.   He  also  developed  all  computer  production  job 
stream  run  procedures. 
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Industry  Consulting 

Greater  Southeast  Community  Hospital  -  Performed  s 
hardware  evaluation  study  of  various  automated  data  acquisi- 
tion techniques  for  this  450-bed  community  hospital.   The 
objective  of  the  study  was  to  collect  clinical  laboratory 
test  results  from  automated  laboratory  equipment,  perform 
analog  to  digital  conversion  and  validation  using  a  mini- 
computer and  then  transmit  the  results  to  the  hospital's 
main  IBM  370  equipment.   The  installed  system  used  a  mini- 
computer for  remote  processing  and  validation.   Tapes  were 
carried  to  the  central  site  daily  for  processing.   Other 
alternatives  considered  included  controlling  the  mini- 
computer via  CICS  on  the  370  computer. 

On  this  same  engagement,  Mr.  Dean  assisted  the 
hospital  select  all  computer  hardware  and  convert  to  DOS/VS 
and  multiprogramming. 

Regional  Processing  Center  -  Mr.  Dean  recently 
completed  an  assignment  as  manager  for  a  third-party  review 
of  a  regional  processing  center  for  the  largest  credit  card 
organization  in  the  United  States.   The  review  included 
evaluation  and  testing  of  computerized  and  manual  systems 
and  controls,  including  on-line  data  entry,  multi-bank 
processing,  interbank  and  regional  electronic  funds  trans- 
fer and  microfilm. 
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Background 

Mr.  Dean  was  graduated  from  the  University  of 
Massachusetts  with  a  Bachelor  of  Arts  degree  in  economics 
in  1967,  and  from  George  Washington  University  with  a  Master 
of  Business  Administration  in  1971.   He  has  served  as  an 
instructor  in  several  courses  presented  in  our  firm-wide 
training  program,  including  internal  facilities  management, 
operating  systems  (OS)  and  assembler  language. 

Mr.  Dean  is  a  CPA  and  a  member  of  the  American 
Institute  of  Certified  Public  Accountants,  District  of 
Columbia  Institute  of  Certified  Public  Accountants,  and  the 
Society  for  Management  Information  Systems. 
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BERT  T.  EDWARDS 

Mr.  Edwards  is  a  partner  in  the  Audit  Division  of 
the  Washington,  D.  C.  office.   He  joined  Arthur  Andersen  & 
Co.  in  June  1961,  was  promoted  to  manager  in  June  1966,  and 
was  admitted  to  the  partnership  in  April  1971. 

Mr.  Edwards  serves  on  the  firm's  government  ser- 
vices industry  team  with  special  responsibility  for  Elemen- 
tary and  Secondary  Education  Industry  Competence. 

Government/Industry  Auditing  Experience 

Mr.  Edwards  is  audit  partner  on  the  Board  of 
Education  of  Prince  George's  County,  Maryland,  the  Board  of 
Education  of  Washington  County,  Maryland,  Prince  George's 
Community  College,  The  American  University  and  the  Carnegie 
Institution  of  Washington  engagements,  and  is  a  member  of 
the  audit  team  assigned  to  the  District  of  Columbia  Model 
Cities  Program  grant  projects  at  D.  C.  Department  of  Human 
Resources,  Federal  City  College,  the  D.  C.  Public  Schools 
and  other  organizations.   He  has  also  served  as  engagement 
partner  for  several  organizations  receiving  support  from  and 
subject  to  the  reporting  requirements  of  the  Office  of 
Minority  Business  Enterprise  of  the  Department  of  Commerce 
and  the  Small  Business  Administration. 
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Mr.  Edwards  has  had  extensive  experience  with 
Federal  government  contract  requirements  through  serving  as 
audit  partner  on  the  Newport  News  Shipbuilding  and  Dry  Dock 
Company,  the  world's  largest  shipbuilder. 

Mr.  Edwards  performed  an  extensive  review  of  the 
accounting  procedures  of  The  American  University  leading  to 
the  establishment  of  its  internal  audit  function.  He  also 
was  the  principal  member  of  the  firm's  team  which  reviewed 
the  administrative  procedures  of  The  Brookings  Institution 
and  recommended  changes  to  effect  economies  in  its  opera- 
tions . 

Background 

After  receiving  a  BA  degree  in  chemistry  from 
Wesleyan  University,  Middletown,  Connecticut,  in  1959, 
Mr.  Edwards  graduated  from  Stanford  University  with  an  MBA 
degree  in  finance  and  accounting  in  1961.   He  is  a  CPA  in 
the  District  of  Columbia. 

Mr.  Edwards  is  Trustee  of  The  Barker  Foundation,  : 
licensed  adoption  agency,  and  formerly  served  as  President, 
Vice  President  and  Treasurer.   He  is  currently  a  Director 
and  Treasurer  of  Junior  Achievement  of  Metropolitan  Washing' 
ton,  Director  and  Treasurer  of  the  Population  Reference 
Bureau,  Inc.,  a  nonprofit  organization  which  performs 
demographic  population  studies,  and  was  a  member  of  the 
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D.  C.  City  Council  Advisory  Commission  on  Industrial  and 
Commercial  Development.   He  served  five  years  as  an  officer) 
including  two  as  President,  of  the  Wesleyan  University 
Alumni  Club  of  Washington.   He  has  served  as  an  officer  of 
serveral  local  churches  of  the  United  Methodist  Church. 
He  was  listed  in  the  1970  edition  of  "Outstanding  Young  Men 
in  America . " 
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JAMES  H.  HAAS 

Mr.  Haas  joined  the  New  Orleans  office  of 
Arthur  Andersen  &  Co.  in  1965.   After  spending  one  year 
on  the  audit  staff,  Mr.  Haas  transferred  to  the  Adminis- 
trative Services  Division  and  was  promoted  to  manager  in 
1969.   His  systems  involvement  with  the  firm  spans  a  broad 
spectrum  of  industry  and  application  areas. 

For  the  past  three  years  he  has  also  been  heavily 
involved  in  the  government  services  sector  supervising 
operations  audits  in  selected  areas  of  state  government 
operations  and  institutions  of  higher  education. 

Government  Consulting 

Mississippi  Department  of  Public  Welfare  -  Most 
recently  he  has  been  directly  involved  in  the  design  and, 
at  present,  the  installation  of  a  financial  reporting 
system  for  the  Mississippi  Department  of  Public  Welfare. 
Embodying  many  of  the  same  management  reporting  and  control 
concepts  developed  in  Louisiana,  the  system  also  includes 
comprehensive  indirect  cost  allocation  capabilities  to 
meet  HEW  requirements. 

State  of  Louisiana  -  Mr.  Haas  served  as  project 
manager  for  the  design  and  installation  of  a  comprehensive 
financial  accounting  and  reporting  system  for  the  State  of 
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Louisiana.   Extending  over  a  2  year  period,  the  scope  of 
this  system  included  accounting,  budgetary  control  and 
reporting  for  funds,  appropriations,  grants  and  contracts 
and  included  responsibility  reporting  as  well  as  cost 
reporting  for  programs,  projects,  disbursements,  payables, 
encumbrances  and  budget  development. 

Industry  Consulting 

Mr.  Haas  has  also  participated  in  the  design  and 
installation  of  inventory  cost  and  control,  payroll, 
marketing,  and  financial  reporting  systems  for  clients  in 
the  forest  products,  food  distribution,  transportation,  and 
utility  industries. 

Background 

Mr.  Haas  graduated  from  Louisiana  State  University 
with  a  Bachelor  of  Science  degree  in  1961  and  a  Master  of 
Business  Administration  degree  in  1965.   He  joined  the 
New  Orleans  office  of  Arthur  Andersen  &  Co.  in  1965.   Prior 
to  that  time  he  was  associated  with  the  banking  industry 
and  is  a  Certified  Public  Accountant. 


In  addition  to  membership  in  several  professional 
and  civic  organizations,  Mr.  Haas  has  participated  as  a 
faculty  instructor  at  various  firm  training  meetings  and 
seminars  as  well  as  currently  serving  as  a  member  of  the 
firm's  Marketing  Core  Group. 
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LOUIS  P.  HERREMANS 

Mr.  Herremans  is  a  partner  in  the  Administrative 
Services  Division  of  the  firm's  Detroit  office.   During 
his  13  years  with  Arthur  Andersen  &  Co.,  Mr.  Herremans  has 
designed  and  installed  numerous  large-scale  computer  systems, 
including  several  government  system  "projects. 

Government  Consulting 

Mr.  Herremans  has  engagement  responsibility  for 
all  governmental  engagements  in  the  Detroit  office.   A  list 
of  representative  engagements  under  his  responsibility 
include : 

State  of  Michigan  -  Department  of  Management 
and  Budget  -  Designed  and  installed  a  comprehensive  financial 
management  information  system  on  a  statewide  basis.   This 
project  included  program  cost  reporting,  responsibility 
reporting,  project  reporting,  appropriation  control  and  fund 
general  ledgers. 

Designed  and  installed  a  statewide  payroll/ 
personnel  system  for  60,000  employees.   The  system  uses  on- 
line terminals  for  data  collection  and  inquiry-response. 
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State  of  Michigan  -  Department  of  Public  Health  - 
Designed  and  installed  a  uniform  financial  reporting  system 
to  be  used  on  a  statewide  basis  by  the  local  units  of 
government  to  report  budgets  and  monthly  status  of  Federally 
and  state  funded  programs  conducted  by  local  units. 

City  of  Detroit  -  Department  of  Finance  -  Currently 
designing  and  installing  a  city-wide  accounting  and  finan- 
cial reporting  system  including  fund  general  ledgers, 
program  cost  reporting,  responsibility  reporting,  project 
reporting,  appropriation  control,  accounts  receivable, 
accounts  payable  and  cost  management. 

Currently  designing  and  installing  a  city-wide 
payroll-personnel  system.   System  includes  position  control, 
fringe  benefit  accounting,  labor  distribution  and  employee 
history . 

Detroit  Board  of  Education  -  Revision  of  the 
general  accounting  functions  of  the  Board  of  Education  to 
eliminate  the  excessive  delays  in  processing  disbursement 
vouchers . 

Currently  reviewing  and  recommending  changes  in 
warehousing  procedures  to  improve  security  and  control. 

Evaluating  method  of  determining  overhead  costs 
for  the  Board  to  be  used  in  Federal  grant  applications. 
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Assisting  in  the  installation  of  a  payroll  person- 
nel system. 

County  of  Muskegon,  Michigan  -  Performed  the  work 
necessary  to  develop  an  A-87  overhead  cost  plan  and  prepared 
the  departmental  cost  proposal  to  the  Federal  government  for 
approval . 

Background 

He  received  a  Bachelor  of  Science  degree  from 
Ferris  State  College  in  1961  and  a  Master  of  Business 
Administration  degree  from  Michigan  State  University  in 
1962. 

Mr.  Herremans  is  a  Certified  Public  Accountant  in 
Michigan  and  a  member  of  the  American  Institute  of  Certified 
Public  Accountants,  Michigan  Society  of  Certified  Public 
Accountants,  and  holds  a  Certificate  of  Data  Processing  from 
the  Data  Processing  Management  Association.   He  also  holds 
office  in  the  local  chapter  of  the  National  Association  of 
Accountants . 
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BRIAN  K.  JOHNSON 

Mr.  Johnson  is  a  manager  in  the  Administrative 
Services  Division  of  our  Minneapolis  office.   Since  joining 
Arthur  Andersen  &  Co.  in  1966,  Mr.  Johnson  has  had  exten- 
sive experience  in  state  and  local  government  work.   In 
addition,  he  has  had  technical  and  administrative  respon- 
sibility for  data  processing  and  general  systems  engagementi 
in  the  hospital,  manufacturing  and  banking  industries. 

Government  Consulting 

Hennepin  County  Welfare  Department  -  Currently 
participating  in  the  project  management  of  our  systems 
engagements  at  the  Hennepin  County  Welfare  Department  and 
the  Ramsey  County  Welfare  Department.   These  projects 
encompass  the  design  and  implementation  of  computer-based 
information  systems  for  the  welfare  departments,  utilizing 
communication  terminals  for  remote  data  entry  and  on-line 
access  to  a  central  data  base.   The  system  will  be 
processed  at  Hennepin  County  on  an  IBM  370,  Model  155, 
while  Ramsey  County  is  anticipating  implementation  of  an 
IBM  370,  Model  145. 

State  of  North  Dakota  -  Participated  in  the 
modernization  and  centralization  of  the  data  processing 
activities  for  the  State  of  North  Dakota.   This  project 
included  the  development  and  implementation  of  a  plan  for 
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complete  centralization  of  the  State's  data  processing 
equipment  and  personnel,  and  redesign  and  installation  of 
data  processing  systems  for  the  major  State  agencies  on  an 
RCA  Spectra  70/45. 

Several  States  Social  Services  Departments  -  Manager 
responsibility  for  the  cost  evaluation  phase  of  a  nationwide 
demonstration  project  to  provide  an  integrated  program  of 
social  services  and  nutrition  for  the  aged.   His  respon- 
sibilities included  project  management  in  the  development  of 
accounting  and  reporting  systems  and  cost/benefit  analyses 
for  the  social  service  programs. 

Ramsey  County  Welfare  Department  -  Manager  respon- 
sibility for  the  design  of  a  computer-based  information 
system  to  serve  this  urban  county  welfare  department.   The 
system  was  designed  to  utilize  communication  terminals  for 
remote  data  entry  and  on-line  access  to  a  central  data  base. 

State  of  North  Dakota 

Design  and  installation  of  mechanized  proce- 
dures for  real  estate  and  personal  property 
tax  assessments  for  a  county. 

Design  and  installation  of  bill  status  and 
budget  status  reporting  systems  for  use  by  a 
state  legislature. 
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Design  and  installation  of  a  mechanized  system 
for  processing  workmen's  compensation 
insurance . 

Design  and  installation  of  a  mechanized  system 
for  processing  applications  and  repayments 
for  student  loans  which  were  Federally-funded 
and  issued  by  a  state  agency. 

Review  of  accounting  and  reporting  procedures 
for  all  penal  and  charitable  institutions  in 
North  Dakota. 

Review  of  organization,  accounting  and  clerical 
procedures  for  county  government  in  North 
Dakota . 

State  of  Wyoming  -  A  study  to  determine  the  need 
and  alternative  designs  for  a  statistical  information  system 
for  Wyoming  State  government.   This  study  encompassed  all 
major  State  agencies. 

State  of  Alaska  -  A  review  of  processing  and 
reporting  requirements  for  financial  information  in  each 
major  State  agency  in  the  State  of  Alaska. 

Background 

Mr.  Johnson  is  a  graduate  of  the  University  of 
Michigan  with  a  B.  S.  degree  in  Business  Administration  and 
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a  Master  of  Business  Administration  in  Accounting.   He  i« 
member  of  our  firm-wide  industry  team  responsible  for 
providing  services  to  state  and  local  government.   He  is 
also  a  member  of  the  American  Public  Welfare  Association 
and  the  Minnesota  Social  Service  Association. 
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DONALD  V.  KANE 

Mr.  Kane  joined  the  Chicago  office  of  Arthur 
Andersen  &  Co.  in  194-5.   He  transferred  to  the  Baltimore 
office  as  Managing  Partner  in  1966  and  from  there  to 
Washington,  D.  C.  to  be  responsible  for  the  firm's  rela- 
tionship with  numerous  Federal  and  other  governmental 
organizations  and  for  the  audit  and  consulting  work  of  our 
firm  for  governmental  organizations. 

Government  Consulting 

The  legal  entities  with  which  Mr.  Kane  has  consulted 
and  performed  other  professional  services  or  testified  on 
economic  and  financial  matters,  including  accounting  prin- 
ciples matters  and  public  security  issuance  matters,  include: 

Legal  and  Monetary  Affairs  Subcommittee  of  the 
United  States  House  of  Representatives  -  Analysis  of  the 
economics  and  accounting  principles  of  the  railroad  industry 
with  recommendations  of  proper  principles  and  testimony 
thereon. 

United  States  Post  Office  -  Review  of  a  study  of 
the  cost  of  transportation  of  mail  and  recommendation  of 
an  approach  to  the  reduction  of  costs  was  adopted  and 
effective . 
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Federal  Communications  Commission  -  Analysis  and 
testimony  of  proper  accounting  principles  to  be  applied  to 
costs  incurred  on  capital  facilities  programs. 

Federal  Power  Commission  -  Analysis  and  testimony 
on  proper  accounting  principles  for  a  very  substantial  long- 
range  capital  investment  program,  operating  cost  allocation 
bases  and  the  rates  to  be  charged  consumers  after  completing 
the  project. 

Interstate  Commerce  Commission  -  Analysis  of 
accounting  principles  matters  and  recommendations  of  proper 
principles  of  accounting  and  public  reporting. 

Cook  County  Illinois  Grand  Jury  -  Testimony  re- 
garding results  of  an  investigation  of  the  handling  of  the 
cash  receipts  of  the  Chicago  Police  Department. 

Cook  County  Criminal  Court  -  Testimony  regarding 
legal  requirements  for  an  audit  of  the  cash  receipts  of  the 
Police  Department  of  the  City  of  Chicago  and  on  the  meaning 
of  an  auditor's  report  thereon. 

United  States  Criminal  Court  Chicago,  Illinois 
District  -  Investigation  and  preparation  of  documents  for 
filing  with  the  court  on  very  substantive  irregularities 
in  the  handling  of  cash  of  a  not-for-profit  organization. 
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City  of  Baltimore  Civil  Service  Commission  - 
Testimony  on  the  need  for  a  comptroller  for  the  city  hos- 
pital and  on  the  range  of  salary  which  would  be  appropriate 
for  the  position  at  the  time. 

City  Council  of  the  City  of  Baltimore  -  Testimony 
on  the  economic  effects  of  proposed  limited  access  highway 
facilities. 

New  Jersey  Health  Services  Cost  Review  Commission  - 
Analysis  and  testimony  on  the  basic  cost  allocation  and 
hospital  patient  rate-making  techniques  proposed  for  use  by 
the  commission  in  regulating  approximately  150  hospitals. 

State  of  Maryland  Health  Services  Cost  Review 
Commission  -  Review,  analysis  and  testimony  on  the  proper 
cost  accounting  principles  and  rate-making  techniques  for 
a  hospital  subject  to  a  jurisdiction  of  the  commission. 

Maryland  Public  Service  Commission  -  Analysis 
and  testimony  on  the  proper  accounting  principles  for  cost 
of  transit  and  other  utility  operations,  the  proper  bases 
for  rate-making  and  the  economy  and  efficiency  of  companies 
subject  to  the  jurisdiction  of  the  commission. 

Public  Service  Commission  of  Indiana  -  Analysis 
and  testimony  on  the  proper  cost  and  rate-making  principles 
in  the  water,  transit,  telephone,  electric  and  gas  industries, 
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I  on  an  historical  basis,  a  pro  forma  basis  and  for  long-range 
capital  facilities  programs. 

New  York  City  -  Consulting  partner  for  the  work  we 
are  performing  for  the  Department  of  the  Treasury  as  account- 
ing and  financial  advisors  with  regard  to  the  financial 
reporting  problems  of  the  City  of  New  York. 

Background 

Mr.  Kane  obtained  a  degree  in  accountancy  from  the 
University  of  Illinois.   He  subsequently  took  graduate  and 
advanced  courses  in  accounting  and  business  management  at 
Loyola  of  Chicago  and  Northwestern  University. 

He  is  a  member  of  the  American  Institute  of  Certified 
Public  Accountants,  the  American  Accounting  Association  and 
the  Association  of  Certified  Public  Accountants  in  Maryland 

He  is  a  member  of  the  Board  of  Directors  of  the 
Association  of  Independent  Colleges  of  Maryland  and  has  been 
a  member  of  numerous  other  boards  of  education,  charitable 
and  health  care  institutions.   He  is  a  member  of  Greater 
Baltimore  Committee  and  was  the  founder  of  the  Baltimore 
Promotion  Council  and  its  first  President  and  Chairman  of 
the  Board.   He  was  especially  active  in  the  program  to  re- 
develop economy  and  the  image  of  the  City  of  Baltimore  while 
he  was  the  Managing  Partner  of  our  Baltimore  office. 
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HARVEY  KAPNICK 

Mr.  Kapnick  was  elected  Chairman  cf  Arthur  Andersen 
&  Co.  in  May,  1970.   He  is  chief  executive  of  his  company, 
an  international  firm  of  accountants  and  auditors  with  its 
world  headquarters  in  Chicago  and  offices  in  principal  cities 
throughout  the  world.   He  joined  Arthur  Andersen  &  Co.  in 
1948  in  its  Chicago  office  and  became  a  partner  in  1956.   In 
1962  Mr.  Kapnick  became  Managing  Partner  of  Arthur  Andersen 
&  Co.'s  Cleveland  office  and  has  been  a  member  of  his  firm's 
Board  of  Directors  since  1966. 

Mr.  Kapnick  was  born  in  1925  in  Michigan.   After 
serving  as  an  officer  in  the  Army  Air  Force,  he  was  graduated 
from  Cleary  College  in  Ypsilanti,  Michigan,  in  19-47,  and 
attended  the  Graduate  School  of  Business  Administration  of 
the  University  of  Michigan  1947-48.   Mr.  Kapnick  received 
the  honorary  degree,  Doctor  of  Science  in  Business  Adminis- 
tration, from  Cleary  College  in  June,  1971. 

Mr.  Kapnick  is  the  principal  consulting  partner 
for  the  work  we  are  performing  for  the  Department  of  the 
Treasury  as  accounting  and  financial  advisors  to  the  City  of 
New  York.   He  was  also  responsible  for  the  booklet  "Sound 
Financial  Reporting  in  the  Public  Sector"  published  by 
Arthur  Andersen  &  Co.  in  1975. 
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Mr.  Kapnick  is  a  member  of 


Advisory  Committee  for  Trade  Negotiations  (two-year 
Presidential  appointment ) 

U.  S.  State  Department  Advisory  Committee  on  Trans- 
national Enterprises 

Boards  of  Direc tors/Trustees- 

The  Orchestral  Association  (Chicago  Symphony  Orchestra) 

( and  Treasurer  ) 
Chamber  of  Commerce  of  the  United  States 
International  Executive  Service  Corps 
Logistics  Management  Institute 
The  Menninger  Foundation 
Northwestern  University 

American  National  Red  Cross,  Mid-America  Chapter 
Chicago  Council  on  Foreign  Relations 
Chicago  Sunday  Evening  Club 
Chicago  21  Corporation 
The  Mid-America  Club  (and  Treasurer) 
Museum  of  Science  and  Industry 
Ravinia  Festival  Association 
Siena  Heights  College 

Other  boards,  councils,  etc.- 

Iran-U.S.  Business  Council 

Duke  University  Graduate  School  of  Business  Administra- 
tion Board  of  Visitors 

Stanford  University  Graduate  School  of  Business 
Advisory  Council 

Graduate  School  of  Business  Council  —  University  of 
Chicago 

YMCA  (Chicago)  Advisory  Board 

American  Institute  of  Certified  Public  Accountants 
(Council  Member  at  Large) 


Mr.  Kapnick  is  Chairman  of  the  1976  Metropolitan 
(Chicago)  Crusade  of  Mercy.   He  was  Illinois  State  Crusade 
Chairman  of  the  American  Cancer  Society  for  1972  and  was 
cochairman  of  the  Illinois  Task  Force  on  Welfare  Audit. 

Mr.  Kapnick  and  his  wife  Mary  live  with  their 
three  sons  in  Winnetka,  Illinois. 
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DUANE  R.  KULLBERG 

Mr.  Kullberg  joined  the  Minneapolis  office  of 
Arthur  Andersen  &  Co.  in  1954  and  has  continued  with  the 
firm  since  then  with  the  exception  of  two  years  of  military- 
service  with  the  Army  Audit  Agency.   He  was  admitted  to  the 
partnership  in  1967,  in  1970  he  became  managing  partner  of 
the  Minneapolis  office  and  in  July,  1974  he  transferred  to 
the  firm's  World  Headquarters  as  Coordinator  of  Audit  Prac- 
tice Directors.   In  July,  1975  he  became  Deputy  Managing 
Partner  of  the  Chicago  office  and  is  a  member  of  the  firm's 
Board  of  Directors. 

Government  Consulting 

Hennepin  County  -  Hennepin  County  covers  the 
greater  metropolitan  area  of  Minneapolis,  Minnesota.   The 
firm  has  been  auditors  for  Hennepin  County  from  December  31> 
1970  through  the  present  time.   Mr.  Kullberg  was  the  engage- 
ment partner  on  that  engagement  when  it  became  a  client  of 
the  office  and  was  advisory  partner  on  the  engagement  fol- 
lowing his  becoming  managing  partner  of  the  office  in  1970. 
This  engagement  represented  the  first  examination  of  Hennepin 
County  by  independent  public  accountants. 

Hennepin  County  is  the  largest  county  in  the  State 

of  Minnesota  and  one  of  the  largest  county  governments  in 

the  nation.   It  has  an  annual  budget  of  approximately  $250 

million. 
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Minneapolis  Public  Schools  -  Minneapolis  Public 
Schools  (Special  School  District  No.  1)  became  a  client  of 
the  firm  in  1968.   Mr.  Kullberg  was  the  engagement  partner 
on  that  engagement  for  its  first  two  years  and  was  advisory- 
partner  on  the  engagement  for  two  years.   This  engagement 
represented  the  first  examination  of  the  Minneapolis  Public 
Schools  by  independent  public  accountants. 

New  York  City  -  Consulting  partner  for  the  work 
we  are  performing  for  the  Department  of  the  Treasury  as 
accounting  and  financial  advisors  with  regard  to  the  finan- 
cial reporting  problems  of  the  City  of  New  York. 

Other  Engagements  -  Mr.  Kullberg  was  involved  as 
advisory  partner  on  a  number  of  other  local  government 
engagements  in  Minneapolis  and  other  offices  as  a  result  of 
his  experience  in  the  Minneapolis  office. 

Background 

Mr.  Kullberg  was  graduated  with  honors  from  the 
College  of  Business  Administration  of  the  University  of 
Minnesota  in  1954  with  a  B.B.A.  degree  in  accounting. 

He  has  had  an  active  interest  in  government  with 
various  civic  groups  for  a  number  of  years.   Among  his  civic 
activities,  he  was  active  in  the  Citizens  League  of  Minnea- 
polis, Chairman  of  the  Governmental  Affairs  Committee  of 
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the  Minneapolis  Chamber  of  Commerce  which  studied  state  and 
local  government  issues,  and  was  a  member  of  the  Board  of 
the  Minneapolis  Chamber  from  1971  until  his  transfer  to 
Chicago  in  1974.   He  was  on  the  Board  of  Directors  of  the 
United  Way  of  Minneapolis  and  was  appointed  to  the  Governor's 
Advisory  Commission  to  the  Securities  Commissioner  in 
Minnesota  in  1968. 

Mr.  Kullberg  is  a  member  of  the  Illinois  and 
Minnesota  Societies  of  Certified  Public  Accountants  and  the 
American  Institute  of  Certified  Public  Accountants. 
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RICHARD  C.  LAVELLE 

Mr.  LaVelle  joined  Arthur  Andersen  &  Co.  in  1957 
and  is  a  partner  in  the  Administrative  Services  Division  of 
the  firm's  Washington,  D.  C.  office.   His  experience  with 
the  firm  has  been  heavily  concentrated  on  the  design,  in- 
stallation, management  and  operational  control  of  large- 
scale  computer  systems  in  a  number  of  industries.   He  is  a 
member  of  the  firm's  Information  Processing  ( ADP )  Policy 
Team  and  has  firm-wide  responsibility  for  ADP  Facilities 
Management.   He  is  the  director  of  the  firm's  continuing 
projects  to  develop  standard  practices  and  techniques  and 
train  our  personnel  in  the  areas  of  ADP  Facilities  Manage- 
ment and  Operating  Systems.   He  has  also  been  responsible 
for  conducting  training  courses  in  computer  fundamentals, 
system  design  and  installation  and  the  administrative 
services  practice. 

Mr.  LaVelle  has  had  in-depth  experience  in  finan- 
cial, manufacturing  and  regulated  industries  and,  more 
recently,  he  has  participated  in  some  of  the  firm's  signif- 
icant work  for  government  agencies. 

Government  Consulting 

General  Accounting  Office  -  Project  director  of  an 
ADP  facilities  management  review  of  a  major  Federal  govern- 
ment department  selected  by  GAO.   This  study  included  an 
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organizational  and  management  review  of  the  department's 
ADP  function,  a  cost  effectiveness  study  of  the  ADP  facility 
and  extensive  use  of  computer  hardware  and  software  monitor- 
ing techniques.   At  the  end  of  this  engagement  a  training 
program  was  developed  for  GAO  personnel  to  enable  them  to 
perform  future  ADP  facility  reviews. 

U.  S.  House  of  Representatives  -  Engagement  partner 
for  a  review  of  the  House  Information  Systems  organization. 
The  review,  which  was  requested  by  the  Committee  on  House 
Administration,  involved  a  study  of  the  management  controls, 
systems  effectiveness  and  operation  of  the  data  processing 
facility. 

Federal  Reserve  -  Consulting  partner  for  the  design 
of  a  totally  integrated  management  information  system.   The 
project  involved  extensive  interviews,  analysis  of  informa- 
tion requirements  and  current  management  information  systems. 

Department  of  the  Interior  -  Consulting  partner 
for  a  review  performed  for  the  Assistant  Secretary  of  the 
Interior  -  Management  and  Budget.   He  was  responsible  for 
evaluation  of  the  ADP  support  for  the  financial  and  program 
information  systems  of  the  Department  of  the  Interior  and 
its  Bureau  and  Offices.   With  a  goal  of  better  serving  the 
information  needs  of  the  Secretariat  and  the  Department,  the 
review  was  followed  by  development  of  comprehensive  plans 
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for  both  short-  and  long-term  improvements  in  financial 
management  and  program  information  systems  and  Departmental 
control  of  ADP . 

Industry  Consulting 

First  Wisconsin  National  Bank  of  Milwaukee  -  Engage- 
ment partner  with  overall  responsibility  for  the  design  and 
implementation  of  a  Management  Planning  Control  and  Report- 
ing System.   This  involved  working  with  a  management  project 
team  of  the  bank  to  develop  an  advanced  and  comprehensive 
management  planning,  control  and  reporting  system. 

Major  Diversified  Manufacturer  -  Project  director 
for  an  engagement  to  review  the  overall  status  of  ADP  opera- 
tions, i.e.,  computer  equipment,  costs,  system  design  con- 
cepts, operational  problems  and  determine  the  general  feas- 
ibility of  consolidating  into  centralized  or  regionalized 
computer  centers.   The  company  had  annual  sales  in  excess 
of  $600  million. 

Background 

Mr.  LaVelle  graduated  from  the  State  University  of 
Iowa  with  a  B.S.  degree  in  accounting  in  1957  and  joined 
the  firm  in  that  year.   He  became  a  partner  in  1969. 
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Mr.  LaVelle  is  a  contributing  author  of  a  chapter 
on  financial  management  systems  for  Computer  Applications  in 
Architecture  and  Engineering,   He  published  an  article  for 
the  Chronicle,  "Managing  the  Information  Processing  System, " 
and  was  a  guest  speaker  on  financial  information  systems 
and  cost  accounting  at  the  BAI  Banking  School  in  Madison, 
Wisconsin.   He  has  also  been  a  guest  speaker  on  the  topic 
of  managing  the  computer  facility  at  various  professional 
associations  for  systems  management. 
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LAROY  A.  LUTHER 

Mr.  Luther  is  a  partner  in  the  Administrative  Ser- 
vices Division  of  our  Minneapolis  office.  Since  joining  the 
firm  in  1961,  Mr.  Luther  has  had  both  technical  and  adminis- 
trative responsibilities  in  a  variety  of  industries,  includ- 
ing state  and  local  government,  manufacturing,  insurance, 
and  health  care  organizations.  He  has  firm-wide  responsibility 
for  our  government  industry  practice  for  services  to  welfare 
and  social  service  agencies. 

Government  Consulting 

Welfare  and  Social  Services  -  Mr.  Luther  has  served 
both  as  engagement  partner  as  well  as  consultant  to  other 
Arthur  Andersen  &  Co.  offices  on  numerous  review,  design  and 
installation  engagements.   These  engagements  have  encompassed 
both  data  processing  and  general  systems  development  for 
state  and  local  government  agencies.   He  had  responsibility 
for  our  work  at  the  Ramsey  County  Welfare  Department  and  the 
Hennepin  County  Welfare  Department.   He  had  responsibility 
for  our  other  work  at  Hennepin  County  in  modernizing  the 
accounting  and  reporting  systems,  combining  the  Auditor  and 
Treasurer  Offices  and  developing  an  internal  audit  function. 
Other  representative  engagements  include: 


•   State  of  Minnesota,  Department  of  Public 
Welfare. 
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•  State  of  Florida,  Department  of  Health  and 

Rehabilitative  Services. 

•  St.  Paul  -  Ramsey  County  Mental  Health  Center. 

•  City  and  County  of  Denver  Welfare  Department. 

•  State  of  North  Dakota  Public  Welfare  Department 

Industry  Consulting 

Mr.  Luther  has  had  technical  and  supervisory  re- 
sponsibility for  a  variety  of  engagements  involving  the 
health  care  industry.   Representative  engagements  include: 

St.  Paul  -  Ramsey  Hospital  -  Assisted  in  the 
installation  of  a  shared  computer  system  and  the  related 
business  office,  accounting  and  financial  reporting  proce- 
dures . 

Blue  Cross  of  Minnesota  -  Shared  Hospital  Systems 
Mr.  Luther  was  involved  in  all  of  the  following  work  for 
Blue  Cross  of  Minnesota: 


•  Designing  and  installing  mechanized  procedures 

for  processing  the  business  and  accounting 
systems  utilizing  large-scale  computer  equip- 
ment on  a  shared  basis. 

•  Developing  the  management  control  and  financial 

reporting  that  could  be  obtained  from  the 
business  and  accounting  systems  through 
utilization  of  data  processing. 

•  Designing  a  comparative  analysis  reporting 

system  for  utilization  in  a  shared  computer 
system. 

•  Conducting  a  study  for  evaluating  the  feasi- 

bility of  establishing  regional  data  process- 
ing centers  for  a  shared  computer  system. 
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Developing  and  implementing  financial  reporting 
and  budgeting  procedures  for  a  shared  computer 
system  including: 

Establishment  of  a  service  charge  struc- 
ture for  billing  the  participating 
hospitals . 

Development  of  a  formal  data  processing 
agreement . 

Implementation  of  reporting  procedures 
that  provide  participating  hospitals 
with  comprehensive  financial  reporting 
as  related  to  the  operations  of  the 
shared  computer  system. 


Several  Hospitals  in  Minnesota  -  Mr.  Luther  con- 
ducted several  hospitals'  data  processing  surveys  for  evalu- 
ating the  economics  and  systems  feasibility  of  utilizing 
data  processing.   He  also  evaluated  the  feasibility  of 
utilizing  alternative  cost  allocation  procedures  for  im- 
proving third-party  reimbursements  to  hospitals. 

Six  Blue  Cross  Organizations  in  the  United  States  - 
Conducted  a  study  of  several  similar  shared  computer  organiza- 
tions to  determine  how  these  organizations  might  work  together 
in  developing  and  providing  data  processing  services. 

Background 

Mr.  Luther  graduated  with  a  B.A.  degree  in  Business 
Administration  from  Luther  College.   He  is  presently  managing 
partner  of  the  Administrative  Services  Division  of  our  Minnea- 
polis office.   He  is  a  member  of  the  American  Public  Welfare 
Association  and  various  professional  organizations. 
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JOHN  A.  MOGA 

Mr.  Moga  joined  the  Seattle  office  of  Arthur 
Andersen  &  Co.  in  1961.   He  is  currently  the  partner-in- 
charge  of  our  Seattle  office  Administrative  Services  prac- 
tice.  In  addition,  Mr.  Moga  is  a  member  of  the  firm's 
Government  Services  —  Health  Industry  Specialty  Program 
team  as  well  as  the  Health  Care  Industry  team.   His  respon- 
sibilities in  these  areas  include  assistance  to  our  clients 
throughout  the  country.   Mr.  Moga  also  participates  in 
firm-wide  industry  presentations  and  has  made  numerous 
presentations  to  various  health  care  organizations.   He  has 
spent  13  years  consulting  with  health  care  clients. 

Industry  Consulting 

Mr.  Moga  has  participated  in  and  supervised  the 
design  and  implementation  of  various  computer-based  infor- 
mation systems  for  clients  in  medical  services.   He  has 
also  been  involved  in  the  following  engagements: 

Providence  Medical  Center,  Portland,  Oregon  - 
Evaluation  of  vendor  software  for  real-time  data  collection 
and  data  communication  activities. 

Group  Health  Cooperative  of  Puget  Sound  -  Consult- 
ing assistance  in  the  development  of  an  RFP  for  new  computer 
hardware.   Systems  requirements  included  extensive  on-line 
processing  capabilities. 
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Sisters  of  Providence  -  Development  of  a  long- 
range  systems  plan  for  a  group  of  ten  hospitals. 

Providence  Hospital,  Seattle,  Washington  -  Review 
of  a  laboratory  computer  system  installation  plan  developed 
by  a  software  vendor.   Assisted  in  the  implementation  of  a 
comprehensive  mechanized  payroll/personnel  system. 

Providence  Hospital,  Anchorage,  Alaska  -  Assisted 
in  the  installation  of  a  medium-sized  computer  for  processing 
patient  business  systems. 

The  Mason  Clinic,  Seattle,  Washington  -  System 
study  of  alternatives  for  a  laboratory  computer-based  infor- 
mation system  and  design  and  implementation  of  a  clinic 
patient  accounting  system. 

Skagit  Valley  Hospital  Flathead  Health  Center 
St.  Joseph's  Hospital,  Providence  Hospital  -  Installation 
of  the  firm's  Financial  Modeling  Software  System. 

Kadler  Hospital,  St.  John's  Hospital,  Northwest 
Hospital,  St.  Joseph's  Hospital  -  Review  of  shared  hospital 
computer  centers  for  these  hosptials. 

Sisters  of  Providence,  Oregon  Corporation  Systems, 
Engineering  and  Computer  Services  -  Assisting  in  the  reorgan- 
ization of  a  hospital  shared  computer  services  department. 
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Mr.  Moga  was  responsible  for  the  design  of  a  re- 
sponsibility accounting  and  budgetary  control  system  for 
approximately  five  medium-sized  hospitals.   He  also  worked 
on  the  improvement  of  data  processing  utilization,  with  par- 
ticular emphasis  placed  on  controls,  streamlining  systems 
flow,  and  development  of  user  procedural  standards  and 
manuals  for  approximately  ten  hospitals. 

Background 

Mr.  Moga  graduated  from  Seattle  University  with  a 
Bachelor  of  Science  degree  in  1961.   He  joined  the  firm 
that  year  and,  after  one  year's  experience,  transferred  to 
our  Administrative  Services  Division  and  developed  his 
expertise  within  our  health  practice. 

Mr.  Moga  is  a  member  of  the  Association  of  Medical 
Computering,  AICPA,  and  the  Washington  Society  of  Certified 
Public  Accountants.   He  also  is  involved  in  several  community 
organizations  which,  among  others,  includes  his  position  as 
a  member  of  the  Board  of  Trustees,  Seattle  Repertory  Theatre, 
and  membership  on  the  Board  of  Trustees,  Seattle  Art  Museum. 
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KARL  E.  NEWKIRK 

Mr.  Newkirk  is  partner-in-charge  of  the  Adminis- 
trative Services  Division  of  the  Cleveland  office.   In  addi- 
tion, he  has  overall  responsibility  for  Arthur  Andersen  & 
Co.'s  firm-wide  consulting  practice  in  courts  and  related 
criminal  justice  agencies. 

During  the  course  of  his  twelve-year  professional 
consulting  career  with  Arthur  Andersen  &  Co.,  Mr.  Newkirk 
has  specialized  in  engagements  involving  the  study,  design, 
and  implementation  of  management  information  systems.   These 
systems  ranged  from  sophisticated  on-line  computer-based 
projects  to  manual  systems  where  forms  design  and  efficient 
paperflow  were  emphasized.   These  engagements  have  spanned  a 
wide  variety  of  applications  and  industries,  including  the 
city,  state,  and  Federal  government  areas. 

Government  Consulting 

In  the  criminal  justice  area,  Mr.  Newkirk  has 
acted,  in  the  last  year,  as  engagement  partner  on  four 
projects : 

Cuyahoga  County  (Ohio)  - 

Design  of  an  information  system  for  the  Sheriff 
of  Cuyahoga  County.   This  system  was  closely 
integrated  with  the  existing  Judicial  Infor-  N 
mation  System  for  Cuyahoga  County. 
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Design  of  an  information  system  for  the  Juven- 
ile Court  of  Cuyahoga  County. 

Design  and  implementation  of  a  key  module  of 
the  Juvenile  Court  system.   This  module  deals 
with  updating  and  accessing  a  data  base  of 
information  regarding  the  juveniles  and  their 
families. 

Review  and  conceptual  design  of  improved 
systems  and  procedures  for  the  13  suburban 
courts  in  Cuyahoga  County. 

Mr.  Newkirk  has  performed  several  related  firm- 
wide  assignments  including: 

Faculty  member  in  charge  of  the  firm's  internal 
training  school  covering  computer  funda- 
mentals and  programming  and  installation  of 
computer  systems. 

Member  of  a  project  team  that  designed  and 
implemented  Base  V,  one  of  the  firm's  data 
management  software  systems. 

Background 

Mr.  Newkirk  received  his  Bachelor  of  Science 
degree  in  Management  Science  from  Case  Institute  of 
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Technology  in  1963  and  subsequently  obtained  a  Masters  of 
Business  Administration  from  Case  Western  Reserve  University 
in  1969.   He  is  a  Certified  Public  Accountant  and  a  member 
of  various  professional  societies,  including  American  Judi- 
cature Society  and  National  Association  of  Trial  Court 
Administrators.   He  also  holds  the  Certificate  of  Data  Pro- 
cessing . 
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HARRY  P.  RIDENOUR,  Jh. 

Mr.  Ridenour  joined  the  firm's  Washington,  D.  C. 
office  in  1965  and  became  a  commercial  audit  manager  in  1971. 

He  has  been  active  in  both  firm-wide  and  Washington 
office  training  efforts  for  the  firm's  government  contracting 
industry  program,  including  analysis  of  Cost  Accounting 
Standards.   He  also  assists  on  matters  relating  to  Cost 
Accounting  Standards,  renegotiation,  and  most  recently  on 
the  DOD  Profit  '76  study. 

Government  Auditing/Consulting 

Government  Contractors  -  Mr.  Ridenour  has  had 
manager  responsibility  for  the  audit  of  a  number  of  govern- 
ment contractors,  including  Newport  News  Shipbuilding  and 
Dry  Dock  Company,  one  of  the  largest  defense  contractors  in 
the  nation. 

He  has  specialized  in  audit  examinations  of  the 
financial  statements  of  government  contractors.   Significant 
business  transactions  for  these  companies  include  government 
contracts  for  the  design  and  implementation  of  management 
information  systems,  oceanographic  exploration  and  research, 
general  research,  construction  of  special  purpose  research 
ships,  and  design  and  construction  of  naval  vessels. 
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In  the  course  of  these  assignments,  Mr.  Ridenour 
has  performed  reviews  and  evaluations  of  production  control 
and  estimating  systems,  evaluations  of  the  recoverabili ty 
of  large  shipbuilding  claims,  evaluation  of  renegotiation 
exposure  and  review  and  evaluation  of  renegotiation  proceed- 

D 

ings.   Mr.  Ridenour's  expertise  was  recently  required  on  a 
special  assignment  for  our  Madrid  office  to  assist  in  the 
audit  of  a  large  Spanish  shipbuilder. 

New  York  City  -  He  is  a  member  of  the  project  team 
for  the  work  we  are  performing  for  the  Department  of  the 
Treasury  as  accounting  and  financial  advisors  with  regard  to 
the  financial  reporting  problems  of  the  City  of  New  York. 

"Sound  Financial  Reporting  in  the  Public  Sector"  - 
Mr.  Ridenour  was  an  engagement  manager  on  the  project  team 
which  prepared  the  illustrative  consolidated  financial  state 
ments  of  the  Federal  government  included  in  the  booklet 
published  by  Arthur  Andersen  &  Co.  in  1975. 

Background 

Mr.  Ridenour  joined  the  firm's  Washington,  D.  C. 
office  after  graduating  from  Franklin  and  Marshall  College 
in  1963  and  receiving  an  MBA  degree  from  the  Wharton  School 
of  the  University  of  Pennsylvania  in  1965. 
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He  is  a  Certified  Public  Accountant  in  Maryland 
and  is  a  member  of  the  Maryland  Association  of  CPA's,  the 
District  of  Columbia  Institute  of  CPA's,  the  American 
Institute  of  CPA's  and  the  National  Association  of  Account- 
ants.  For  the  past  two  years,  he  has  been  Chairman  of  the 
Accounting  Principles  Committee  of  the  District  of  Columbia 
Institute  of  CPA's,  and  is  currently  Chairman  of  the  Auditing 
Procedures  Committee. 
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RONALD  M.  SALL 

Mr.  Sail  is  a  manager  in  the  Audit  Division  of 
the  Washington,  D.  C.  office.   He  joined  Arthur  Andersen  & 
Co.  in  March  of  1966  after  a  tour  of  duty  as  an  officer  in 
the  U.  S.  Army.   He  was  promoted  to  manager  in  June,  1971. 
Mr.  Sail  is  currently  serving  as  assistant  to  Mr.  Edwards 
in  the  firm's  industry  competence  program  for  elementary 
and  secondary  education. 

Government  Consulting 

New  York  City  -  Member  of  the.  project  team  for  th< 
work  we  are  performing  for  the  Department  of  the  Treasury 
as  accounting  and  financial  advisors  with  regard  to  the 
financial  reporting  problems  of  the  City  of  New  York. 

Government  Auditing 

Mr.  Sail  has  been  the  engagement  manager  for  the 
following  audits: 

•  Board  of  Education  of  Prince  George's  County, 

Maryland . 

•  Prince  George's  Community  College. 

•  The  American  University. 

•  Federal  Home  Loan  Mortgage  Corporation. 
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Industry  Consulting 

Mr.  Sail  has  had  audit  manager  responsibility  for 
the  General  Research  Corporation  and  the  H.  G.  Smithy  Co. 
(a  subsidiary  of  Financial  General  Bankshares)  and  numerous 
other  industrial  clients. 

Background 

In  1963,  Mr.  Sail  graduated  from  Pennsylvania  State 
University  with  a  BS  degree  in  accounting.   He  is  a  CPA  and 
a  member  of  the  District  of  Columbia  and  American  Institutes 
of  Certified  Public  Accountants.   He  is  a  member  of  the 
Ethics  Committee  of  the  District  of  Columbia  Institute  of 
Certified  Public  Accountants.   He  is  also  a  member  of  the 
Association  of  School  Business  Officials  and  the  Maryland/ 
District  of  Columbia  Chapter  of  the  Association  of  School 
Business  Officials  where  he  recently  gave  a  presentation 
on  the  subject  "Recovery  of  Indirect  Expenses  under  Govern- 
ment Grants." 
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GEORGE  T.  SHAHEEN 

Mr.  Shaheen  is  a  manager  in  the  Administrative 
Services  Division  of  the  Chicago  office  of  Arthur  Andersen 
&  Co.   He  has  had  responsibility  for  the  design  and  imple- 
mentation of  computer  systems  in  a  variety  of  business 
applications,  including  general  accounting,  financial  planning 
and  control,  and  accounts  receivable  and  billing  systems. 

Since  joining  the  firm  in  1967,  Mr.  Shaheen  has 
worked  on  a  variety  of  client  engagements.   He  has  been 
responsible  for  the  installation  of  a  number  of  accounting 
and  financial  reporting  systems.   This  has  necessitated 
his  involvement  in  the  programming,  system  analysis  and 
design,  and  implementation  of  financial  computer  systems 
on  a  variety  of  computer  hardware,  including  the  IBM  360/370 
models,  Burroughs  3500  series,  and  the  Univac  1100  series. 

Industry  Consulting 

Mr.  Shaheen  has  acted  as  a  project  manager  since 
1972.   In  this  capacity,  he  has  had  responsibility  for 
directing  system  design  and  installations,  EDP  reviews, 
and  software  and  equipment  evaluations. 

Waste  Management,  Inc.  -  Involved  in  the  design 
and  installation  of  a  number  of  processing  applications 
for  this  national  solid  waste  collection  company.   Among 
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the  applications  installed  were  general  ledger,  financial 
operating  reporting  including  responsibility/organizational 
and  service  line  reporting,  and  customer  billing  and 
accounts  receivable.   The  billing  system  incorporated 
cycle  billing  for  a  variety  of  billing  arrangements. 

Wilson  Sporting  Goods  -  Worked  on  the  design 
and  installation  of  a  financial  reporting  system  for  this 
major  sporting  goods  equipment  manufacturer.   This  project 
includes  general  ledger  accounting  as  well  as  the  prepara- 
tion of  financial  operating  reports  for  each  product  line, 
functional  organization  unit  and  geographic  location. 

Sargent  &  Lundy  -  Assisted  in  the  installation  of 
a  client  billing  and  receivable  system  for  this  large  design 
engineering  firm. 

Background 

Mr.  Shaheen  graduated  from  Bradley  University  in 
1966  and  he  received  his  M.B.A.  degree  in  1968.  He  joined 
the  Administrative  Services  Division  of  the  Chicago  office 
in  1967  and  was  promoted  to  manager  in  1972. 

Mr.  Shaheen  has  assisted  in  a  number  of  the  firm's 
training  programs.   He  has  had  responsibility  for  developing 
material  and  appearing  as  an  instructor  in  many  of  the 
firm's  EDP  courses.   He  also  had  responsibility  for  the 
adaptation  of  a  banking  simulation  model  for  use  in  the 
firm's  advanced  banking  training  programs. 
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MICHAEL  E.  SIMON 

Mr.  Simon  joined  Arthur  Andersen  &  Co.  in  1970, 
following  eighteen  years  of  service  in  accounting  and  audit- 
ing positions  with  the  Federal  government.   He  is  a  partner 
in  the  Administrative  Services  Division  of  the  Washington, 
D.  C.  office.   He  specializes  in  consulting  engagements 
concerning  budgeting,  accounting  and  other  financial  manage- 
ment information  systems  for  the  Federal  government  and 
organizations  which  derive  substantial  revenues  from  the 
Federal  government. 

Government  Servict 

Air  Force  Auditor  General  -  From  1952  until  1965, 
served  as  an  auditor  in  a  variety  of  assignments  culminat- 
ing with  that  of  Chief  of  the  Los  Angeles  Field  Office 
where,  with  a  professional  staff  of  seventy  auditors,  he 
was  responsible  for  the  audit  of  approximately  300  defense 
industry  contractors. 

Department  of  the  Air  Force  -  In  1965  he  was 
assigned  to  the  Pentagon  as  special  assistant  to  the  Assistant 
Secretary  of  the  Air  Force  (Financial  Management),  and  in 
1966  became  Associate  Director  of  Accounting  and  Finance 
for  the  Air  Force.   In  that  position  and  its  successor, 
Deputy  Assistant  Comptroller  of  the  Air  Force,  Mr.  Simon 
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established  Air  Force  accounting  and  finance  policies  and 
systems  design  requirements  for  financial  management 
systems.   He  had  technical  responsibility  for  the  Air 
Force's  accounting  and  finance  network  employing  more  than 
17,000  military  and  civilian  personnel. 

Government  Consulting 

Various  Audit  Clients  -  Engagement  partner  for 
the  audit  of  several  enterprises  whose  principal  source  of 
revenue  is  the  Federal  government.   The  scope  of  these 
audits  includes  financial  statements,  compliance  with 
applicable  regulations  and  grant  conditions,  and  efficiency 
of  operations. 

Public  Technology,  Inc.  -  Engagement  partner  for 
a  project  to  review  and  improve  the  financial  organization 
structure,  activities,  procedures  and  systems  for  a  non- 
profit organization  operating  under  grants  provided  by  the 
Federal  government. 

Urban  Mass  Transportation  Administration  ( UMTA )  - 
Engagement  partner  for  a  project  to  develop  an  integrated 
financial  accounting  and  management  information  system 
which  was  designed  to  provide  management  with  the  informa- 
tion required  for  managing  UMTA ' s  programs,  activities, 
grants,  loans  and  contracts.   The  system  also  provides 
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information  in  the  form  necessary  to  produce  reports  re- 
quired by  the  Office  of  Management  and  Budget,  Treasury 
Department,  Office  of  the  Secretary  of  Transportation  and 
others  external  to  UMTA. 

Department  of  the  Interior  -  Project  manager  on  an 
engagement  for  the  Assistant  Secretary  of  the  Interior  - 
Management  and  Budget.   This  task  involved  an  evaluation  of 
accounting,  budgeting  and  program  information  systems  of  the 
Department  of  the  Interior  and  its  Bureaus  and  Offices, 
including  extensive  review  of  these  functions  both  in  Depart- 
mental and  Bureau  headquarters  and  in  regional  and  field 
offices  with  the  objective  of  developing  comprehensive  plans 
for  both  short-  and  long-term  improvements  in  financial 
management  and  program  information  systems.   As  a  result  of 
this  assignment,  he  also  served  as  engagement  manager  on  the 
follow-up  project  to  implement  the  short-term  recommendations 

General  Accounting  Office  -  Consulting  partner  in 
the  development  and  presentation  of  a  Financial  Seminar 
entitled  "What  Are  the  Special  Problems  of  Financial  Manage- 
ment in  the  Federal  Government?"   This  seminar  was  presented 
to  Assistant  and  Under  Secretaries  of  selected  Federal 
government  departments. 
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Industry  Consulting 

National  Education  Association  -  Engagement  partner 
for  the  development  of  a  detailed  system  design  and  program 
specifications  for  a  membership  processing  and  information 
system  for  a  national  association. 

The  Macke  Co.  -  Engagement  partner  for  an  assign- 
ment to  prepare  a  long-range  systems  plan  for  a  major 
national  food  vendor.   The  objective  of  this  assignment  was 
to  formulate  long-range  guidelines  which  would  enable  the 
development  of  cost-effective  systems  to  meet  the  informa- 
tion needs  of  management 

Background 

Mr.  Simon  is  a  graduate  of  Indiana  University, 
where  he  majored  in  accounting,  and  is  a  Certified  Public 
Accountant  in  California  and  several  other  states.   He  is  a 
member  of  the  Federal  Government  Division  Advisory  Panel  of 
the  American  Institute  of  Certified  Public  Accountants,  and 
the  Performance  Measurement  Task  Force  (i.e.,  Audits  of 
Efficiency,  Economy  and  Effectiveness)  of  the  AICPA's 
Management  Advisory  Division.   He  is  also  Chairman  of  the 
FGAA's  National  Education  and  Training  Committee,  a  post  he 
has  held  since  1972. 
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Mr.  Simon's  work  in  systems  development  and  finan- 
cial management  improvements  won  recognition  in  1970  from 
both  the  Air  Force,  which  gave  him  its  Meritorious  Civilian 
Service  Award,  and  the  Federal  Government  Accountants 
Association,  which  presented  him  with  its  Achievement  of 
the  Year  Award . 
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CHARLES  L.  STORM 

Mr.  Storm,  a  partner  in  the  Administrative  Services 
Division  of  the  Washington,  D.  C.  office,  began  his  career 
with  Arthur  Andersen  &  Co.  in  1956  in  the  Detroit  office. 
In  1966  he  moved  to  the  Minneapolis  office  where  he  became 
partner  in  charge  of  the  Administrative  Services  Division. 
For  the  past  three  years  (1972-75)  he  was  in  the  Melbourne, 
Australia  office  of  Arthur  Andersen  &  Co.  in  charge  of  the 
Administrative  Services  Division. 

Mr.  Storm  has  had  extensive  experience  in  all 
areas  of  our  services  including  specialization  in  state  and 
local  government  and  electronic  data  processing.   Currently 
he  has  firm-wide  responsibility  for  our  firm's  state,  county 
and  city  government  practice. 

Government  Consulting 

New  York  City  -  Consulting  partner  for  the  work  we 
are  performing  for  the  Department  of  the  Treasury  as  account- 
ing and  financial  advisors  with  regard  to  the  financial 
reporting  problems  of  the  City  of  New  York. 

State  of  Alaska  -  Mr.  Storm  was  in  charge  of  an 
engagement  to  develop  a  long-range  information  processing 
plan. 
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State  of  Minnesota  -  Designed  improved  accounting, 
clerical  and  reporting  procedures  for  the  Finance  and  Pro- 
curement Units  of  The  Administrative  Services  Section  of  The 
State  of  Minnesota  Board  of  Education. 

State  of  North  Dakota  -  Conducted  a  study  to  de- 
termine present  and  future  data  processing  requirements  for 
the  State  of  North  Dakota. 

Centralized  all  data  processing  activities  for  the 
State  of  North  Dakota. 

Redesigned  the  clerical  procedures  and  revised  the 
administrative  organization  for  a  major  department  of  state 
government  in  North  Dakota. 

State  of  North  Dakota  -  Conducted  an  operational 
review  of  48  counties  in  the  State  of  North  Dakota  under  the 
auspices  of  the  North  Dakota  State  government. 

State  of  Victoria,  Australia  -  Mr.  Storm  was  in 
charge  of  the  design  and  implementation  of  an  integrated 
freight  accounting  system  for  the  state  owned  railroad. 

Anne  Arundel  County,  Maryland  -  Conducted  a  prop- 
erty tax  assessment  study  for  the  county. 

Harvard  County,  Maryland  -  Performed  a  long-range 
planning  and  cost  accounting  review  for  the  county. 
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Olmsted  County,  Minnesota  -  Designed  and  installed 
mechanized  procedures  for  real  estate  and  personal  property 
tax  processing,  welfare  payments,  payroll  and  other  account- 
ing applications. 

Ramsey  County,  Minnesota  -  Mr.  Storm  had  responsi- 
bility for  our  work  at  the  Ramsey  County  Welfare  Department. 

Ten  Counties  in  North  Dakota  -  Conducted  a  study  of 
the  clerical  and  record-keeping  procedures  and  administrative 
organization  of  county  government  in  the  State  of  North 
Dakota . 

City  of  Thief  River,  Minnesota  -  Conducted  a  finan- 
cial accounting  and  reporting  systems  review. 

Education  Experience 

Designed  and  implemented  a  comprehensive  finan- 
cial reporting  system  for  the  Minneapolis 
Public  Schools. 

Designed  a  model  warehouse  system  for  schools. 

Reviewed  and  developed  an  approach  to  central- 
izing the  data  processing  of  seven  private 
colleges  in  St.  Paul  area. 
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Industry  Consulting 

Hospitals 

Installed  a  shared  computer  system  and  the  re- 
lated business  office,  accounting  and  finan- 
cial reporting  procedures  at  Ramsey  County 
Hospital. 

Designed  and  installed  mechanized  accounting 
and  reporting  procedures  utilizing  a  small 
computer . 

Designed  and  installed  mechanized  procedures  for 
the  processing  of  business  and  accounting 
applications  on  a  shared  basis  utilizing 
large-scale  EDP  equipment. 

Large  Insurance  Company 

Designed  a  complete  computer-based  system  for 
the  processing  of  a  subscriber  accounting 
system  and  financial  information  system. 

Designed  and  installed  a  comprehensive  multi- 
computer scheduling  and  processing  control 
system. 
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Background 

Mr.  Storm  is  a  graduate  of  Michigan  State  Univer- 
sity where  he  received  a  Bachelor  of  Science  degree  in 
engineering  and  mathematics  in  1951.   He  holds  a  Certificati 
of  Data  Processing. 
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GEORGE  C.  WALKER 

Mr.  Walker  is  a  manager  in  the  Administrative 
Services  Division  of  the  firm's  Milwaukee  office  which  he 
joined  in  1964. 

Currently,  a  key  member  of  the  firm's  Courts, 
Corrections  and  Public  Safety  function  team,  Mr.  Walker  has 
extensive  experience  in  the  design  and  installation  of 
management  planning  and  reporting  systems  in  various  commer- 
cial industries  and  in  health,  education,  court  and  law 
enforcement  government  agencies.   This  includes  the  design 
and  implementation  of:   order  entry;  hospital  census;  bill- 
ing; accounts  receivable;  inventory  management;  sales  infor- 
mation; payroll,  position  control  and  personnel  information; 
financial  and  program  planning  and  reporting;  and  law 
enforcement  and  court  case  planning  and  reporting  systems. 

Government  Consulting 

Dane  County  Sheriff  Department  (Madison,  Wisconsin 
Was  responsible  for  directing  the  design  and  installation 
of  manual  case  planning  and  reporting  systems  and  a  records 
management  system  for  the  Dane  County  Sheriff  Department. 

Racine  County  and  Circuit  Courts  -  Directed  the 
design  of  a  case  management  and  reporting  system  for  the 
Racine  County  and  Circuit  Courts  which  are  responsible  for 
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hearing  civil,  probate,  small  claims,  criminal,  misdemeanor, 
traffic,  juvenile  and  family  court  cases. 

Dane  County  Circuit  and  County  Courts  -  Directed 
the  review  of  Dane  County  Circuit  and  County  Courts  Criminal 
and  Traffic  case  processing,  case  management,  cash  process- 
ing, records  management  and  jury  management  systems. 

Wisconsin  Department  of  Health  and  Social  Services  ■ 
Was  responsible  for  the  design  and  installation  of  a  finan- 
cial information  system  for  the  Wisconsin  Department  of 
Health  and  Social  Services.   This  system  has  responsibility, 
project,  program  and  appropriation  reporting  capabilities, 
and  is  designed  to  be  a  key  part  of  the  agency's  program 
planning  and  budgeting  system. 

Milwaukee  County  -  Directed  a  project  team  which 
assisted  Milwaukee  County  in  selecting  new  computer  hardware 
to  support  batch  and  on-line  real-time  processing. 

Milwaukee  Public  Schools  -  Was  responsible  for  the 
design  of  a  comprehensive  payroll,  personnel  information  and 
position  control  system,  and  a  financial  and  program  planning 
and  reporting  system  for  the  Milwaukee  Public  Schools. 

Milwaukee  Area  Technical  College  -  Assisted  the 
Milwaukee  Area  Technical  College  in  the  restructuring  of 
their  data  processing  organization  and  in  the  consolidation 
of  their  computer  systems  onto  one  computer  configuration. 
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Industry  Consulting 

From  1969  through  1974,  Mr.  Walker  was  responsible 
for  developing  and  directing  the  Milwaukee  office  team 
responsible  for  implementing  the  firm's  audit  support  soft- 
ware, AUDEX,  in  a  number  of  commercial  and  banking  clients 
and  for  a  variety  of  applications. 

Background 

Mr.  Walker  graduated  from  Stanford  University  in 
1960  with  a  Bachelor's  degree  in  mechanical  engineering  and 
served  four  years  as  an  officer  with  the  U.  S.  Coast  Guard. 
He  joined  the  Milwaukee  office  in  1964  and  became  a  manager 
in  1970. 

He  is  a  member  of  the  American  Judicature  Society, 
the  National  Association  of  Trial  Court  Administrators,  the 
Data  Processing  Management  Association  and  the  American 
Society  of  Mechanical  Engineers.   He  has  been  very  active  in 
the  Milwaukee  community  and  with  the  Legislature  and  the 
Department  of  Public  Instruction  in  the  areas  of  exceptional 
education  and  school  finance.   He  served  on  a  suburban 
school  district's  financial  advisory  committee  and  he  is 
currently  a  member  of  the  Comprehensive  Health  Planning 
Agency  of  Southeastern  Wisconsin  and  sits  on  its  Milwaukee 
County  Steering  Committee. 
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LUCIUS  P.  WHEELER 

Mr.  Wheeler  is  a  partner  in  the  Administrative 
Services  Division  of  Arthur  Andersen  &  Co.  in  Chicago  and 
specializes  in  management  information  systems,  data  com- 
munications and  electronic  data  processing. 

In  his  17  years  with  Arthur  Andersen  &  Co., 
Mr.  Wheeler  has  had  extensive  experience  in  the  design  and 
installation  of  management  information  systems,  including 
payroll/personnel  and  financial  control  systems  for  elemen- 
tary and  secondary  schools.   In  addition,  he  is  the  Adminis- 
trative Services  Industry  Coordinator  for  Elementary  and 
Secondary  Schools  and  as  such  must  not  only  keep  abreast  of 
the  latest  developments  in  this  field  but  must  make  sure 
that  the  relevant  experience  of  the  firm  is  brought  to  bear 
on  every  client  engagement  involvihg  elementary  and  secon- 
dary schools. 

Government  Consulting 

Board  of  Education  -  City  of  Chicago  -  Mr.  Wheeler 
has  been  working  with  the  Chicago  Board  of  Education  for  the 
past  three  years  in  the  design  and  installation  of  Program 
Planning  and  Control  Systems.   These  systems  are  designed  to 
give  the  Board  and  its  top  management  a  broad  fiscal  and 
administrative  prospective  over  the  allocation  and  utilization 
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of  financial  resource  and  to  provide  the  day-to-day  control 
over  those  resources  to  assure  that  plans  and  goals  are  met 

A  brief  outline  of  some  of  the  major  systems  are 
as  follows: 


Payroll/Personnel  -  Used  to  administer  the 

hiring,  staffing  and  payment  of  all  employees 
Through  the  position  control  and  personnel 
management  functions  of  this  system,  about 
7055  of  the  Board's  annual  expenditures  are 
controlled . 

Program  Cost  Control  -  Provides  detail  budge- 
tary control  reporting  for  revenues  and 
expenditures.   It  is  also  used  to  control  the 
purchasing  of  noncatalogued  items. 

General  Accounting  -  Contains  the  overall  con- 
trols for  the  Board's  resources,  obligations, 
revenues,  expenditures  and  fund  balances. 
This  system  also  maintains  the  government 
receivables,  interfund  and  other  such  account' 
ing  subsidiary  ledgers. 

Government  Funded  Claims  -  Used  to  determine 
that  timely  and  accurate  information  is 
available  in  the  proper  form  for  the  prepa- 
ration and  filing  of  claims  for  reimbursable 
programs . 


Elmhurst  Public  Schools  -  District  20$  -  A  review 
was  made  of  the  Business  Organization  and  Data  Processing 
function  for  Elmhurst  Public  Schools.   This  review  resulted 
in  the  complete  reorganization  of  the  District's  business 
functions  and  in  substantial  changes  in  the  data  processing 
procedures . 
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Quality  Control  Reviews 

Review  and  consultation  on  a  number  of  school 
systems  business  functions  including  a  large  metropolitan 
school  system  in  the  United  States  and  a  large  system  in 
Brazil.   This  work  has  been  done  in  connection  with 
Mr.  Wheeler's  position  in  the  firm  as  Administrative  Ser- 
vices Coordinator  for  Elementary  and  Secondary  Schools. 

Background 

Mr.  Wheeler  is  an  MBA  graduate  of  the  University 
of  North  Carolina  and  is  a  member  of  Phi  Beta  Kappa,  Beta 
Gamma  Sigma,  and  Phi  Eta  Sigma  honorary  societies.   He  is 
a  CPA  and  a  member  of  the  American  Institute  of  Certified 
Public  Accountants. 
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ROBERT  G.  WILSON 

Mr.  Wilson  is  a  manager  in  the  Audit  Division  of 
the  firm's  Washington,  D.  C.  office  which  he  joined  in  1968. 
He  has  had  extensive  experience  in  a  number  of  industries 
including  manufacturing,  L-P  gas  distribution,  government 
contracting,  utility  consulting,  computer  service  and  var- 
ious nonprofit  experience.   He  is  responsible  for  the  local 
office  training  program. 

Government  Consulting 

New  York  City  -  Member  of  the  project  team  for  the 
work  we  are  performing  for  the  Department  of  the  Treasury  as 
accounting  and  financial  advisors  with  regard  to  the  finan- 
cial problems  of  the  City  of  New  York. 

Sound  Financial  Reporting  in  the  Public  Sector"  - 
Mr.  Wilson  was  an  engagement  manager  on  the  preparation  of 
the  illustrative  consolidated  financial  statements  of  the 
Federal  government  included  in  this  booklet  published  by 
Arthur  Andersen  &  Co.  in  1975. 

Background 

Mr.  Wilson  is  a  CPA  licensed  to  practice  in  the 
District  of  Columbia.   He  received  national  honorable  men- 
tion in  the  November  1969  CPA  examination.   He  holds  an  A.B. 
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from  Harvard  University  (magna  cum  laude  )  and  an  M.B.A.  from 
Stanford  University.   Mr.  Wilson  is  a  member  of  the  AICPA, 
DCICPA  (SEC  Committee)  and  the  Civitan  Club  of  Washington. 
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JAMES  R.  YOAKUM 

Mr.  Yoakum  is  a  manager  in  the  Administrative 
Services  Division  of  the  Detroit  office  of  Arthur  Andersen 
&  Co. 

His  industry  experience  has  been  primarily  in 
public  utilities,  government,  and  higher  education,  with 
applications  including  payroll,  budgeting,  customer  account- 
ing and  order  entry.   On  completing  these  engagements,  he 
has  developed  considerable  expertise  in  large  computer 
systems  installation  and  real  time  processing  techniques. 

He  has  participated  in  a  wide  variety  of  computer 
system  engagements  involving  feasibility  studies,  equipment 
selection,  systems  design  and  installation. 

Government  Consulting 

Detroit  Metropolitan  Water  and  Sewage  System  - 
Mr.  Yoakum  has  manager  responsibilities  for  this  public 
utility  to  design  procedures  for  conversion  from  a  manual 
billing  operation  to  an  integrated  Customer  Billing  and 
Information  System  utilizing  on-line  terminals  for  inquiry 
and  data  collection.   The  applications  designed  were  meter 
reading,  billing,  bill  estimating,  collection,  bill  fre- 
quency for  rate  analysis,  and  management  reports. 
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City  of  Detroit  -  Mr.  Yoakum  worked  as  a  member 
of  the  project  team  which  installed  a  complete  financial 
information  and  control  system  along  with  a  new  payroll/ 
personnel  system  for  this  large  city  government,  employing 
in  excess  of  26,000  employees.   Both  systems  utilize  on-line 
inquiry  and  data  collection  procedures  to  provide  up-to-date 
information  as  to  the  status  of  expenditures,  budgets, 
vacant  positions,  and  numerous  related  financial  information 

Industry  Consulting 

Consumer's  Power  Co.  -  Mr.  Yoakum  worked  as  a 
member  of  the  project  team  which  assisted  this  company, 
serving  over  two  million  customers,  in  the  design  and  in- 
stallation of  a  Customer  Information  System  utilizing  on- 
line inquiry  and  updating  of  customers'  records.   The 
principle  applications  installed  include  sophisticated 
estimating  and  collection  procedures,  extremely  flexible 
bill  frequency  and  revenue  simulation  systems,  and  on-line 
entry  of  service  and  meter  orders. 

Background 

Mr.  Yoakum  attended  West  Virginia  University 
where  he  received  a  Bachelor  of  Arts  degree  in  mathematics 
in  1965  and  a  Master  of  Science  degree  in  industrial  engi- 
neering in  1968. 
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SECTION  4 
RECENT  RELATED  EXPERIENCE 

Introduction      Our  firm  recognizes  that  the  District  of 

Columbia  is  a  unique  municipality  in  many 
ways.   We  also  recognize  that  some  of  the  District's  finan- 
cial systems  are  only  now  being  implemented  or  developed. 
These  circumstances  require  that  the  firm  which  is  to  conduct 
this  survey  have  broad  experience  at  all  levels  of  government 
both  in  the  area  of  audit  and  in  financial  systems. 


Our  firm  has  extensive  experience  in  providing  a 
variety  of  services  to  many  governmental  agencies,  including 
the  following : 

Federal  departments  and  agencies 

State  departments  and  agencies 

State  legislative  committees 

Counties 

Cities 

Metropolitan  authorities 

Educational  institutions  and  school  districts 


These  engagements  span  virtually  all  government 
activities  such  as  social  programs,  education,  public 
safety,  transportation,  hospitals,  environmental  services, 
industrial  development  and  government  image  development. 
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The  responsibility  which  we  have  on 
every  engagement  includes  a  construe 


tive  contribution  to  the  solution  of  each  client's  business 
problems.   To  fulfill  this  engagement  responsibility,  the 
firm  is  organized  to  provide  for  specialization  by  type  of 
business  through  an  Industry  Competence  Program.   The  pur- 
pose of  this  industry  approach  is  to  obtain  a  high  level  of 
understanding  for  each  industry  in  which  we  practice  and 
focus  our  attention  to  specific  clients'  affairs.   The  high 
degree  of  importance  we  attach  to  this  philosophy  of  prac- 
tice is  unique  to  our  profession.   Our  experience  has 
demonstrated  that  under  this  program,  three  objectives  are 
accomplished : 


•  We  render  superior  and  more  constructive 

service  to  clients. 

•  We  carry  out  our  assignments  in  a  more  effec 

tive  and  creative  manner. 

•  We  contribute  to  the  executive  and  business 

development  of  our  personnel. 


We  recognize  27  broad  industry  divisions.  Each 
industry  division  has  one  or  more  partners  who  have  the 
responsibility  for  developing  and  executing  a  program  for 
the  firm-wide  advancement  and  improvement  of  our  industry 
competence.  This  program  encompasses  research,  training, 
and  the  interchange  of  current  industry  developments,  prob 
lems  and  our  engagement  experiences.   Interchange  of  this 
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information  is  through  firm-wide  communications,  meetings 
and  seminars.   In  this  manner,  our  personnel  in  all  offices 
who  are  engaged  in  similar  work  are  currently  advised  of 
industry  developments  and  are  exposed  to  our  more  important 
engagement  experiences.   Also  we  are  able  to  maintain,  firm- 
wide,  an  inventory  of  staff  experience,  and  where  advanta- 
geous to  the  client,  we  can  readily  assign  selected  per- 
sonnel to  an  engagement  from  a  number  of  firm  offices. 

One  of  the  industries  in  which  we  practice  is 
"Government  Services."   Following  is  a  partial  list  of 
clients  for  which  our  firm  has  conducted  engagements  of  the 
nature  you  desire.   These  engagements  are  divided  into  the 
following  categories  to  facilitate  your  review: 


•  Engagements  in  the  area  of  public  safety 

(judiciary,  police,  etc.) 

•  Engagements  in  the  area  of  Human  Resources 

(welfare,  hospitals,  etc.) 

•  Education  engagements  at  the  municipal,  county 

and  state  levels,  including  college  and 
university  as  well  as  secondary  school 
engagements . 

•  General  government  engagements. 

•  Engagements  involving  environmental  services 

(waste  management,  water  management,  etc.) 
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Specific  Experience 


Public  Safety 


includes : 


Our  experience  in  the  area  of  public  safety- 


Audits  . 

Organizational  development  of  general  ledger 
and  financial  reporting  systems. 

Project  definition,  survey  and  preliminary 
design  of  information  systems. 

Preliminary  systems  design  and  installation  of 
financial  reporting  systems  to  establish  a 
statewide  integrated  court  system. 

Design  of  fees,  fines,  and  registry  system. 

Long-range  systems  planning. 

Preliminary  systems  design  and  installation  of 
an  accounts  payable,  accounts  receivable  and 
billing  system. 

Information  retrieval  systems  review. 

Design  and  installation  of  a  youth  management 
information  system  and  procedures  manual  for 
a  citizens'  complaint  system. 

Procedures  review  of  inmate  accounting  functions 

Design  and  installation  of  a  receipts  and 
disbursement  system. 

Design  and  installation  of  case  file  control, 
monitoring,  and  management  reporting  systems. 

Review  of  organization,  structure  and  operating 
procedures  with  special  attention  to  annual 
planning  and  budgeting,  financial  reporting 
and  personnel  planning. 
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Representative  clients  include: 


State  Engagements 

State  of  Colorado  (Judicial  Department) 

State  of  Michigan  (Jackson  Prison) 

State  of  Missouri  (Court  of  Appeals;  Missouri 

Law  Enforcement  Assistance  Council) 
State  of  Tennessee  (County  Juvenile  Courts) 
State  of  Wisconsin 

County  Engagements 

Cuyahoga  County,  Ohio  Juvenile  Court  Information 

System 
Cuyahoga  County,  Ohio  Sheriffs  Information  System 
Dane  County,  Wisconsin  Sheriff 
Jackson  County,  Missouri  Prosecuting  Attorney's 

Office 
Michigan,  Wayne  County  Friend  of  the  Court 
Milwaukee  County,  Wisconsin  Criminal  and  Traffic 

Court 
North  Dakota  County  Government 
Racine  County,  Wisconsin  Courts 

City  Engagements 

States  Attorney,  Police  Department  of  the  City  of 

Chicago 
Chattanooga  Clerk  of  Courts,  Tennessee 
Criminal  Justice  Coordinating  Council  of  Greater 

Cleveland,  Ohio 
Detroit/Wayne  County,  Michigan  Criminal  Justice 

System  Coordinating  Council 
Detroit,  Michigan  Police  Department;  Criminal 

Justice  Institute;  Corporation  Counsel;  Wayne 

County  Prosecuting  Attorneys  Office 
Kansas  City  District  of  Missouri  Court  of  Appeals 
Philadelphia,  Pennsylvania  Crime  Commission 
Phoenix,  Arizona  Police  Department 

St.  Louis,  Missouri  Metropolitan  Police  Department 
Tacoma,  Washington  Pierce  County  District  Court  #1 
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Human  Resources 


includes 


Our  experience  in  the  human  resource  area 


•  Audits. 

•  Review,  design  and  installation  of  financial 

reporting  systems  including  general  ledgers, 
accounts  payable  and  accounts  receivable 
systems,  both  automated  and  manual. 

•  Design  and  use  of  forms  for  planning  agency 

feasibility  reviews  and  capital  expenditures, 
along  with  the  compilation  of  detailed 
procedures  manuals. 

•  Cost  determination  tests,  systems  applications 

and  budgeting  for  welfare-resource  agencies. 

•  Formal  testimony  on  rate  exhibits  and  projec- 

tion models  to  show  cash  flow  and  other 
meaningful  financial  reports  tailored  to 
the  need. 

•  Review  of  welfare  files  in  connection  with 

recommendations  for  mechanization  and 
centralization. 

•  Review  of  manpower  systems  and  accounting 

systems . 


Some  of  the  clients  served  are: 


State  Engagements 

University  of  Alabama  Health  Services  Foundation 

State  of  Florida  (Department  of  Health  &  Rehabil- 
itative Services) 

State  of  Georgia  (Department  of  Human  Resources) 

State  of  Illinois  (Governor) 

State  of  Indiana  (Department  of  Public  Instruction) 

State  of  Louisiana  (Human  Resources  Agency) 

State  of  Maine 

State  of  Michigan  (Housing  Authority;  Liquor 

Control  Commission;  Department  of  State  Highways; 
Public  Health) 
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State  of  Mississippi  (Department  of  Public  Welfare) 
State  of  Nebraska  (Department  of  Public  Institu- 
tions ) 
Eastern  Nebraska  Community—Of f ice  of  Retardation 
Eastern  Nebraska  Human  Services  Agency- 
State  of  New  Jersey  (Division  of  Medicaid; 
Governor's  Welfare  Advisory  Council;  Health 
Care  Facilities) 
State  of  Ohio  (Department  of  Public  Welfare) 
State  of  Oregon  (Mental  Health  Division) 
State  of  South  Carolina  (Department  of  Health  & 

Environmental  Control) 
State  of  Tennessee 

State  of  Washington  (Hospital  Commission;  Department 
of  Social  and  Health  Services) 

County  Engagements 

Harris  County,  Texas  (Hospital  District) 

Knox  County,  Indiana  (Hospital  Association) 

Los  Angeles  County,  California  (Department  of  Health 

Services  ) 
Ramsey  County,  Minnesota  (Welfare  Department; 

Mental  Health  Center,  County  Hospital) 
Wayne  County,  Michigan  (General  Hospital) 

City  Engagements 

City  of  Baltimore,  Maryland  (City  Hospitals) 
Baltimore  Sinai  Hospital 

City  of  Chicago,  Illinois  (Mayor's  Office  of  Manpower) 
City  of  Denver,  Colorado  (Department  of  Welfare, 

Denver  Opportunity  Program,  Metro  Housing  Center) 
City  of  Detroit,  Michigan  (Mayor's  Committee  for 

Human  Resources  Development;  Detroit  General 

Hospital  ) 
Fairfax-Falls  Church,  Virginia  (Community  Mental 

Health  and  Mental  Retardation  Services  Board) 
City  of  Omaha,  Nebraska  (Family  Service) 
City  of  St.  Paul,  Minnesota  (Mental  Health  Center) 
Jamestown,  North  Dakota  (State  Hospital) 
Kansas  City,  Missouri  (General  Hospital  and 

Medical  Center;  Health  Resources  Institute; 

Model  Cities  Health  Center) 
New  York  City  (Economic  Development  Council, 

Health  &  Hospitals  Corporation) 
San  Francisco,  California  (Department  of  Public 

Health) 
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Education 


Our  experience  in  the  area  of  education  includes: 


Numerous  audits. 

Studies  to  systematize  payroll  and  other 
benefits. 

Studies  of  data  processing  systems  for  improve- 
ment . 

Installation  of  payroll  and  personnel  systems. 

Installation  of  automated  general  accounting 
systems . 

Installation  of  cost  control  systems  and  charts 
of  accounts  patterned  after  the  Federal 
Handbook. 

Design  of  expenditure  and  cost  control  respon- 
sibility systems. 

Analysis  and  recommendations  for  reduction  of 
account  backlogs. 

Budget  and  financial  planning  engagements. 

Review  of  business  functions  with  recommendations 
for  modification. 

Study  of  electronic  data  processing  hardware 
evaluation. 

Review  of  data  processing  for  system  improvements 

Establishment  of  objectives  for  systems  improve- 
ments in  payroll,  personnel,  accounting  and 
reporting  systems. 


Preparation  of  work  programs. 


Some  of  the  clients  served  are: 


Alma  College,  Michigan 
The  American  University 
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Arizona  State  University 

Arizona,  University  of 

Bay  College  of  Maryland 

Baylor  Medical  Foundation 

Baylor  University  (College  of  Dentistry;  School  of 

Nursing;  College  of  Medicine) 
Berea  College,  Ohio 

Bethel  College  &  Seminary  (Minnesota) 
Bethel  Park,  Pennsylvania  School  District 
Bloomfield  Hills  School  District  (Michigan) 
Bowling  Green  State  University 

Bowling  Green  State  University  Alumni  Association 
Broadview  Heights  School  District  (Ohio) 
Central  Methodist  College  (Missouri) 
Chatham  College  ( Pennsylvania  ) 
City  of  Chicago  (Board  of  Education) 
City  of  Detroit,  Michigan  (Board  of  Education) 
Cleveland  Institute  of  Art 
College  of  St.  Catherine  (Minnesota) 
College  of  St.  Mary  (Nebraska) 
Colorado  School  of  Mines 
Dade  County,  Florida  (Public  Schools) 
Dansville,  New  York  Central  School  District 
Depauw  University 
Duquesne  University 

Elmhurst,  Illinois  (Public  School  District) 
Erickson  Institute  for  Early  Education  (Illinois) 
Evanston  Community  Consolidated  School  District 

( Illinois  ) 
Evanston,  Illinois  Township  (High  School  District; 

Treasurer  of  Schools  ) 
Fox  Chapel  Area,  Pennsylvania  School  District 
George  Williams  College,  Illinois 
Golden  Valley  Lutheran  College  (Minnesota) 
Gustavus  Adolphus  College  (Minnesota) 
Harvard  Medical  School 
Holly  Central  School  (New  York) 
Houston  Baptist  College  (Texas) 
Huron  College  (South  Dakota) 
Illinois,  University  of 

Illinois  Medical  Center,  University  of 
Illinois  Wesleyan  University 

Institute  of  International  Education  (New  York) 
Jackson  County  Community  College  (Kansas) 
Jackson,  Michigan  School  District 
Kansas  City,  Missouri  (School  District) 
Kenston  School  District  (Ohio) 
Kent  State  Alumni  Association 
L'anse  Creuse  Public  Schools  (Michigan) 
Lindbergh  School  District  (Missouri) 
Louisiana  State  University 
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Loyola  University  (Illinois) 

Maricopa  County  Community  College  (Arizona) 

Marillac  College  (Missouri) 

Mary  College  (Minnesota) 

Mary  Rogers  College  (New  York) 

Marylhurst  College  (Oregon) 

Mayfield  City  School  District  (Ohio) 

Metropolitan  School  District  of  Washington 

Township  ( Indiana  ) 
Miami,  University  of 
Michigan,  University  of 
Milwaukee  Area  Technical  College 
Minneapolis,  Minnesota  Public  Schools 
Mississippi,  University  of 
Mt .  Lebanon,  Pennsylvania  School  District 
National  College  of  Education,  Illinois 
New  Hampshire,  University  of 
North  Dakota  State  University 
Northern  Arizona  University 
Northwest  Regional  Educational  Laboratory,  Portland, 

Oregon 
Northwestern  University 
Northwood  Institute  (Michigan) 
Oakland  University 
Oberlin  College,  Ohio 
Omaha,  Nebraska  School  District 
Portland,  University  of 

Prince  George's  County  (Maryland)  School  District 
Public  School  Retirement  System  of  the  School 

District  of  Kansas  City,  Missouri 
Quincy  College  (Missouri) 
Rice,  William  Marsh,  University  (Texas) 
St.  Edwards  University  (Texas) 
St.  Francis  College  (Pennsylvania) 
St.  Mary's  Junior  College  (Minnesota) 
St.  Peter's  College  (New  Jersey) 
Sisters  of  St.  Joseph  of  Carondelet  Province  of 

St.  Paul  (School  of  Nursing) 
Southern  Illinois  University 

State  of  Colorado  (Department  of  Education) 
State  of  Illinois  (Board  of  Higher  Education) 
State  of  Louisiana  (Department  of  Education) 
State  of  Minnesota  (Board  of  Education) 
State  of  New  Jersey  (Department  of  Higher  Education) 
State  of  Texas  (Education  Agency) 
Stillwater,  Minnesota  Public  Schools 
Tulane  University 
Wisconsin,  University  of 

Washington  County  Public  School  System  (Maryland) 
Wayne  County  Community  College,  Michigan 
Wheaton  College,  Illinois 
Wofford  College,  North  Carolina 
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General  Government  Operations 

Experience  in  the  area  of  general  government 
operations  include: 


Audits  performed  for  state  agencies,  cities 
and  counties. 

Budget  development  and  financial  planning  on 
the  state  level. 

Review  of  accounting  systems  to  identify 
problems  and  recommend  improvements. 

Design  of  statewide  financial  information  systems 

Installation  of  an  automated  claims  processing 
system. 

Review  and  evaluation  of  systems  development 
techniques  and  standards. 

Design  and  installation  of  various  accounting 
systems  including  warrant  reconciliation,  fund 
accounting,  appropriation  accounting,  cost 
accounting,  responsibility  accounting,  invest- 
ment allocation,  time  deposit,  collateral 
control . 

Design  and  installation  of  cost  management  and 
investment  planning  systems. 

Design  and  installation  of  payroll/personnel 
system  at  the  city  level. 

Design  and  installation  of  central  accounting 
systems  at  the  city  level. 

Design  and  installation  of  mechanized  procedures 
for  processing  real  estate  and  personal 
property  taxes. 

Installation  of  financial  planning  and  reporting 
systems  at  the  state  level. 

Long-range  planning. 
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Representative  clients  include: 


State  Engagements 

State  of  Alaska,  Department  of  Administration 
State  of  Arizona,  Department  of  Employment  Security 
State  of  California,  Contractors  State  License 

Board;  Imperial  Irrigation  District 
State  of  California,  General  Services  Department 
State  of  Colorado,  Department  of  Institutions 
State  of  Georgia  -  Governor's  Office;  Budget 

Bureau,  Board  of  Workmen's  Compensation 
State  of  Illinois,  Governor,  State  Treasurer; 
Department  of  Labor;  Department  of  Finance; 
State  Fair  Agency;  Building  Authority's  Housing 
Development  Authority;  Department  of  Agriculture; 
Racing  Board;  Department  of  Insurance;  Toll 
Highway  Authority 
State  of  Indiana,  Department  of  Public  Instruction 
State  of  Kansas,  Department  of  Revenue 
State  of  Louisiana 

State  of  Maryland,  Transit  Authority,  Baltimore- 
Washington  International  Airport,  Limousine 
Service 
State  of  Michigan,  Department  of  Administration, 
State  Housing  Authority;  Department  of  Management 
and  Budget,  Liquor  Control  Commission;  Department 
of  State  Highway 
State  of  Missouri,  Division  of  Liquor  Control 
State  of  Missouri,  Department  of  Revenue 
State  of  Nebraska,  Administrative  Services 
State  of  New  Hampshire 
State  of  New  Jersey,  Board  of  Public  Utility, 

Commissioners;  Division  of  Taxation;  Division  of 
Investments;  State  Auditor 
State  of  North  Dakota,  Department  of  Accounts  and 
Purchases;  Penal  and  Charitable  Institutions; 
State  Legislature, '  Tax  Department 
State  of  Ohio,  Workmen's  Compensation  Bureau; 
Department  of  Finance;  Department  of  Adminis- 
trative Services 
Commonwealth  of  Pennsylvania,  Bureau  of  Financial 

Management 
State  of  South  Carolina,  Wildlife  Resources  Depart- 
ment 
State  of  Tennessee 

State  of  Utah,  Office  of  the  State  Auditor 
State  of  Washington,  Data  Processing  Authority, 
Department  of  Highways 
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State  of  West  Virginia,  Office  of  Federal-State 

Relations 
State  of  Wyoming,  Department  of  Economic  Planning 

and  Development 


County  Engagements 

Cuyahoga  County,  Ohio 

Genessee  County,  Michigan 

Green  County,  New  Jersey 

Hamilton  County,  Tennessee  Government 

Hennepin  County,  Minnesota 

Los  Angeles  County,  California,  Office  of  the  Chief 

Administrative  Officer 
Milwaukee  County,  Wisconsin 
Muskegan  County,  Michigan 
Olmsted  County,  Minnesota 
Orange  County,  California 
Polk  County,  Texas 


ity  Engagements 

City  of  Batavia,  New  York 

Birmingham,  Alabama  Area  Chamber  of  Commerce 

City  of  Boston,  Massachusetts 

City  of  Burbank,  Illinois 

Chattanooga,  Tennessee  Area  Regional  Transit 
Authority 

City  of  Chicago,  Calumet  Skyway  Toll  Bridge; 

Department  of  Purchases,  Contracts  and  Supplies; 
Mayor's  Office  Budgeting  Division;  Mayor's 
Office  of  Manpower;  Transit  Authority;  Urban 
Transportation  District 

City  of  Cincinnati,  Model  Cities  Program 

City  of  Cleveland,  Central  Collection  Agency, 
Treasurer's  Office 

Deerfield,  Illinois  Fire  Protection  District 

City  of  Des  Peres,  Missouri 

City  of  Detroit,  Mayor's  Office,  Finance  Depart- 
ment, Community  Development  Commission 

District  of  Columbia  Model  Cities  Program 

City  of  Highland  Park,  Michigan 

Kansas  City,  Area  Transportation  Authority 

Model  Cities  of  Kansas  City,  Missouri,  Economic 
Development  Corporation 

City  of  Mesa,  Arizona 

City  of  New  York 

New  York  City,  Bedford  Stuyvesant  D&S  Corporation; 
Transit  Authority 

District  of  Oak  Park,  Illinois 

Oklahoma  City,  Development  Trust 

City  of  Palo  Alto,  California 

Town  of  .Perinton,  New  York 
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City  of  Philadelphia 

Plainfield,  New  Jersey 

Village  of  Riverwoods,  Illinois 

City  of  Rochester,  New  York 

City  of  St.  Louis,  Metropolitan  Airport  Authority 

City  of  San  Diego,  California,  Comprehensive 

Planning  Organization 
City  of  San  Francisco,  California  Bay  Area  Rapid 

Transit  District;  International  Airport 
City  of  San  Jose,  California 
City  of  Spokane,  Washington 

City  of  Springfield,  Missouri,  City  Utilities 
Township  of  Stillwater,  Minnesota 
Village  of  Streamwood,  Illinois 
City  of  Thief  River,  Minnesota 
City  of  Trenton,  New  Jersey 
City  of  Tulsa,  Oklahoma,  Model  Cities 
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Environmental  Services 


includes  : 


Our  experience  in  the  environmental  services  area 

Audits . 

Organizational  development. 

Design  and  installation  of  cost  accounting 
systems . 

Design  of  accounting  records  and  procedures. 

Design  of  paper  flow  control  procedures. 

Installation  of  accounting  systems. 

Installation  of  customer  billing  and  informa- 
tion systems. 

Design  of  real-time  information  systems. 

Development  of  a  model  for  projection  of  finan- 
cial statements  over  a  period  of  99  years. 


Some  of  the  clients  served  are: 


State  Engagements 

State  of  Arizona  (Department  of  Game  and  Fish) 
State  of  New  Jersey  (Board  of  Public  Utility 

Commissions  ) 
Ohio-Kentucky-Indiana  Regional  Planning  Authority 

County  Engagements 

Broadmore  Sanitation  District  (Colorado) 
Cuyahoga  County,  Ohio 

Genesee  County  Drain  Commissioner  (Michigan) 
Platte  River  Power  Authority  (Colorado) 
Winter  Park  West,  Water  &  Sanitation  District 
( Colorado  ) 

City  Engagements 

City  of  Columbus,  Indiana  (Redevelopment  Commission) 

Denver,  Colorado  (Sewage  Disposal  District) 

City  of  Detroit,  Michigan  (Water  Board) 

City  of  Houston,  Texas  (Water  Division) 

New  York  Botanical  Gardens 

Waste  Management,  Inc.  -  Corporate  Client 
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Representative  Relevant  Engagements 

Following  are  representative  engagements  which 
our  firm  has  undertaken  successfully  which  uniquely  qualify 
us  to  identify  problem  areas  and  recommend  workable  solutions 
that  will  result  in  improved  financial  management  for  the 
District  of  Columbia. 

New  York  City      We  were  recently  engaged  by  the  U.  S. 

Secretary  of  the  Treasury,  William  Simon, 
to  perform  certain  work  in  connection  with  the  Federal  loan 
being  made  to  that  city.   This  included  development  of  a 
reporting  system  to  enable  the  Secretary  to  monitor  the 
City's  progress  in  improving  its  financial  situation.   Over 
a  very  short  period  of  time  we  conducted  a  thorough  analysis 
of  New  York  City's  financial  picture  including  an  evaluation 
of  the  assumptions  on  which  the  City  based  its  three  year 
financial  plan.   We  developed  a  series  of  reports  to  measure 
performance  against  this  plan.   This  engagement  is  continuing 

City  of  Detroit,  Michigan  '   We  recently  assisted  the  City 

of  Detroit,  Michigan  in  the 
installation  of  a  financial  information  and  control  system. 

The  Detroit  financial  information  and  control 
system  makes  available  to  each  department  timely  and  accu- 
rate financial  information  along  appropriation,  organization, 
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program  and  project  lines.   The  reports  prepared  from  the 
system  provide  a  management  tool  for  the  departments  and 
agencies  of  City  government  to  use  in  the  efficient  alloca- 
tion of  financial  resources  and  the  control  of  actual 
expenditures  in  relation  to  predetermined  plans.   In  addi- 
tion, historical  information  from  the  reports  is  designed  to 
be  used  for  analysis  purposes,  preparation  of  the  annual 
financial  report  and  in  preparing  the  following  year's 
financial  plan. 

The  financial  reporting  capabilities  are  fully 
integrated  with  the  accounting  and  budget  development 
portions  of  the  system.   The  City  is  able  to  plan,  conduct 
operations,  report  results  and  evaluate  performance  within 
a  framework  of  a  mutually  consistent  set  of  facts. 

The  benefits  of  the  financial  information  and 
control  system  include  the  following: 


Provides  the  department  manager  at  each  level 
with  a  management  report  of  operations 
compared  to  a  predetermined  plan  or  budget 
established  by  the  department  manager  for 
units  under  his  or  her  jurisdiction. 

Provides  a  department  with  the  flexibility 
to  uniquely  identify  its  operations  while 
utilizing  a  single  uniform  system  for 
processing  the  data.   The  cost  categories 
included  in  the  reports  may  be  defined  as 
any  meaningful  entity  required  by  the 
department.   Examples  are:   organization 
units,  program  elements,  geographical 
locations,  Federal  grants  or  any  other 
category  that  can  be  logically  defined  and 
to  which  the  department  can  assign  costs. 


4-17 


143 


•  Provides  for  the  elimination  of  the  manual 

appropriation  control  ledgers.   The  system 
provides  for  timely  and  uniform  budgetary 
control  information  for  operating  depart- 
ment and  budget  department  use  in  controlling 
the  execution  of  the  budget.   The  detail 
budgets  required  for  the  financial  information 
and  control  system  eliminate  the  need  for  the 
former  procedure  of  establishing  quarterly 
allotments.   Although  monthly  budgets  are 
prepared  for  management  information  purposes, 
appropriation  control  will  be  on  an  annual 
basis . 

•  Eliminates  duplication  of  preauditing  effort 

and  provides  greater  accuracy  in  coding  of 
financial  documents.   Uniform  procedures  for 
preauditing  documents  and  uniform  encumbrance 
guidelines  will  be  prepared  for  use  by  the 
departments . 

•  Provides  the  capability  to  allocate  costs  on 

a  percentage  basis  from  one  cost  center  to 
one  or  more  other  cost  centers  within  or 
external  to  a  department. 

•  Provides  the  capability  for  entering  performance 

or  service  data  that,  when  combined  with 
expenditure  and  encumbrance  data,  produces 
reports  for  program  evaluation. 


City  of  Atlanta,  Georgia, 
Metropolitan  Atlanta 
Rapid  Transit  Authority  (MARTA)      We  assisted  the  City  of 

Atlanta,  Metropolitan 

Atlanta  Rapid  Transit  Authority  in  installing  a  general 

ledger  and  accounts  payable  system.   Modifications  to  meet 

MARTA ' s  unique  accounting  and  reporting  requirements  were 

made  in  the  following  areas  : 

Accounts  Payable 

•   Automatic  handling  of  monthly  recurring  items. 
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Integration  of  vendor  file  maintenance  into 
the  general  ledger/accounts  payable  system 
instead  of  the  purchasing  system. 


General  Ledger 


•  Provision  of  a  system  budget  check  to  assure 

that  the  total  budget  cannot  be  increased 
without  specific  override. 

•  Budget  development  and  control  on  a  quarterly 

basis . 

•  Automatic  generation  of  reversing  entries  for 

certain  period-end  accruals. 


City  of  Boston,  Massachusetts      We  are  currently  assisting 

the  City  of  Boston  in 
designing  and  installing  an  automated  financial  management 
system.   This  system  will  be  used  initially  by  the  Community 
Development  Program  Department. 

Specifically,  the  system  is  being  designed  to  meet 
management's  requirements  in  the  areas  of  cash  management, 
program  budgeting,  historical  performance  data  reporting, 
and  monitoring  day-to-day  financial  operations  with  regard 
to  "block  grant"  funds.   The  system  is  also  being  modified 
to  meet  requirements  to  report  program  expenditures  by 
neighborhood  districts  within  the  City  on  a  monthly  basis. 

State  of  Louisiana      Our  work  at  the  State  of  Louisiana 

in  the  design  and  installation  of  a 
statewide  financial  accounting  and  control  system  was  based 
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upon  our  many  experiences  in  systems  development  work  for 
numerous  local  and  state  governments.   This  experience 
provided  the  foundation  for  the  development  of  the  State 
of  Louisiana  system. 

The  financial  accounting  and  control  system  instal- 
led at  the  State  of  Louisiana  includes  fund  and  appropriation; 
revenue  and  expense  responsibility  accounting  and  reporting, 
and  budgetary  control.   This  financial  management  system 
provides  a  coordinated  approach  to  the  problem  of  controlling 
the  State's  revenues  and  expenditures. 

The  State  of  Louisiana's  financial  accounting  and 
control  system  is  designed  to  provide  timely  operational 
and  financial  reporting  that  will  assist  State  Administrators 
and  operating  personnel  in  making  decisions  and  exercising 
control  over  State  funds. 

In  addition  to  providing  timely  and  accurate 
reporting,  several  other  concepts  have  been  incorporated 
in  the  system  to  make  it  an  effective  administrative  tool. 
These  other  concepts  include: 

•   Administrative  Involvement  at  All  Levels 

The  system  provides  information  for  all  admin- 
istrative and  operational  levels  so  that  each 
level  has  the  reporting  necessary  for  planning 
and  evaluating  its  activities. 
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•  Uniform  Reporting  for  All  State  Agencies 

A  uniform  method  of  recording  and  reporting 
financial  information  improves  the  under- 
standing and  provides  for  consistent  inter- 
pretation of  reports. 

•  Reporting  on  an  Exception  Basis  for 

Administrative  Action 

Significant  variations  of  actual  from  planned 
expenditures  and  other  exceptions  are  high- 
lighted in  the  reporting  system  to  call 
attention  to  those  items  which  require  action. 

•  All  Reports  Based  on  the  Same  Facts  and  Data 

While  varying  in  format  and  level  of  detail, 

the  reports  are  based  on  the  same  data  so  they 
compliment  and  reconcile  to  one  another. 

•  Reporting  Based  on  a  Modified  Accrual 

Accounting  System 

The  modified  accrual  basis  provides  for  better 
matching  of  revenues  and  expenditures  and  in 
turn,  provides  more  meaningful  reports  relativ* 
to  the  financial  position  of  the  various  funds 
of  the  State. 

•  Budgets  Are  Developed  on  a  Monthly  Basis 

Monthly  budgeting  provides  an  agency  with 
adequate  flexibility  to  implement  its  plan 
and  allow  for  meaningful  monthly  budget 
comparisons.   Budgeting  is  aided  through  the 
reporting  of  information  by  organization  and 
by  program. 

•  General  Ledger  Account  Classifications  Are 

Uniform 

A  uniform  classification  of  accounts  is  main- 
tained in  a  single  set  of  general  ledgers 
using  identical  input  procedures  and  stan- 
dardized processing  techniques.   There  is  an 
option  for  each  agency  to  uniquely  classify 
expenditures  and  revenue  transactions.   These 
unique  classifications  are  subordinate  to  the 
uniform  classification. 
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State  of  Mississippi, 

Department  of  Public  Welfare      We  are  currently  assisting 

the  State  of  Mississippi, 
Department  of  Public  Welfare  in  the  installation  of  a  finan- 
cial accounting  and  control  system.   Modifications  being 
made  to  meet  the  specific  State  of  Mississippi  requirements 
include : 


Monthly  report  of  analysis  of  fund  expenditures. 

User-defined  posting  sequence  by  transaction 
code  . 

User-defined  life  of  an  appropriation  after 
fiscal  year-end. 

User-defined  appropriation  funds-checking  allot- 
ments for  1,  2,  3,  4,  6  or  12  months. 

Indirect  cost  allocation  to  grant  projects. 


City  of  Atlanta,  Georgia      We  reviewed  management  informa- 
tion needs,  as  well  as  existing 
Federal,  State,  and  local  requirements,  within  the  framework 
of  the  planning  and  evaluation  component  of  the  Atlanta  Model 
Cities  Program.   We  developed  a  comprehensive  management 
reporting  system,  including  a  Management  Information  and 
Control  System  (MICS)  to  provide  cost  data,  Program  Analyzer 
for  monitoring  program  implementation  status,  and  Resident 
Service  Information  System  (RSIS)  to  provide  quantitative 
data  on  project  participants. 
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City  of  Detroit,  Michigan      In  conjunction  with  the  finan- 
cial information  and  control 
system  described  previously,  a  Payroll-Personnel  system  is 
being  installed.   This  system  will  provide  detail  labor 
distribution  capabilities  in  addition  to  the  basic  payroll 
reporting  and  processing.   The  system  also  provides  position 
control  capabilities  and  on-line  access  of  certain  employee 
information. 

We  have  also  assisted  the  City  in  developing  and 
installing  a  hospital  accounting  and  reporting  system, 
analyzing  all  department  operations  and  resources  as  they 
relate  to  hospital  business  systems,  and  in  selecting  and 
defining  programs  and  management  techniques  for  improving 
the  effectiveness  and  efficiency  of  the  hospital  services 
and  administrative  operations. 

State  of  Tennessee     We  were  engaged  to  design  a  Financial 

Information  and  Control  System  (FICS). 
FICS  is  an  appropriation  and  encumbrance  accounting  and 
management  control  system  for  recording  and  reporting  the 
receipt  and  disbursement  of  State  funds.   The  system  features 
on-line  inquiry  capabilities  for  program  and  project  cost 
information,  encumbrance  and  accounts  payable  data,  vendor 
information,  and  budget  data  during  the  yearly  budget  prep- 
aration cycle.   Management  control  reports  and  responsibility 
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reports  provide  operating  financial  management  information. 
The  system,  in  addition  to  normal  payroll  functions,  processes 
vacation,  sick  leave  and  compensatory  time  earned  and  taken, 
contains  personnel  information  and  allows  either  a  fixed 
distribution  or  a  variable  reported  distribution  of  payroll 
costs . 

We  completed  a  comprehensive  study  of  the  State's 
present  and  future  data  processing  requirements  to  establish 
a  coordinated  centralized  program  on  a  statewide  basis. 
Needs  were  related  to  the  capabilities  of  available  data 
processing  equipment  and  a  framework  of  organization  and 
data  processing  systems  was  established  to  cover  total  State 
requirements.   A  central  data  processing  organization  was 
established  and  all  of  the  State's  data  processing  activities 
were  consolidated  into  this  organization. 

New  York  City,  New  York 

New  York  City  Transit  Authority  (NYCTA)  - 

General  Ledger  and  Management  Reporting  System  - 

We  were  engaged  to  assist  in  designing  an  improved 
general  ledger  and  management  reporting  system.   The  objec- 
tives of  this  system  were  to  improve  the  accuracy  and  time- 
liness of  management  reports,  provide  special  analyses  of 
financial  information,  provide  comprehensive  and  flexible 
internal  and  external  reporting,  provide  the  ability  to 
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relate  financial  information  to  operational  performance 
data  and  reduce  the  clerical  effort  expended  in  creating 
financial  and  operating  reports. 

Accounts  Payable  System  - 

We  were  also  engaged  to  design  an  accounts  payable 
system.   The  system  automates  many  of  the  activities  cur- 
rently being  performed  manually  such  as  maintenance  of  the 
accounts  payable  subsidiary  ledger,  preparation  of  checks, 
matching  vouchers  to  material  received  reports,  preparation 
of  general  ledger  accounting  entries  and  posting  payment 
amounts.   It  also  performs  several  new  functions  such  as 
projection  of  cash  requirements,  reporting  on  delayed  pay- 
ments and  maintaining  vendor  history. 

Denver,  Colorado 

Denver's  Regional  Transportation  District  (RTD)  - 

Long-Range  Systems  Plan  - 

We  prepared  a  long-range  systems  development  plan 
that  included  all  potential  management  systems  applications. 
The  plan  includes  more  than  twenty  systems  that  might  poten- 
tially be  implemented.   This  plan  includes  the  objective, 
general  description,  and  input  and  output  requirements  for 
each  application  system.   It  also  includes  ranges  of  imple- 
mentation costs,  an  implementation  timetable,  and  estimates 
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of  required  funding  for  each  of  the  next  three  years.   The 
plan  will  serve  as  a  working  document  for  RTD  management  as 
the  system  development  effort  proceeds. 

Financial  Accounting  and  Management  Reporting  - 

We  have  also  designed  and  installed  a  mechanized 
financial  accounting  and  management  reporting  system  for  the 
RTD.   This  system  replaces  the  manual  general  ledger  system 
that  had  been  used  by  the  RTD  before  it  began  acquiring  the 
bus  systems  that  will  comprise  the  district. 

City  of  Houston,  Texas      Following  our  initial  study  of 

the  financial  and  customer  service 
systems  of  the  Water  Department,  we  were  engaged  to  design 
a  real-time  customer  information  system.   The  principal 
features  .of  the  system  designed  for  the  Water  Department 
include  customer  related  processing  activities  such  as  billin 
cash  receipts  and  accounts  receivable  processing,  credit 
checking  and  delinquent  account  processing,  and  on-line 
customer  service  inquiry  and  data  collection.   In  addition, 
the  system  provides  for  automated  processing  of  meter  read- 
ings and  work  order/service  order  processing  which  are 
required  to  support  customer  billing  and  the  overall 
customer  service  functions. 
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As  past  auditors  for  the  City  of  Houston,  we 
reviewed  the  operating  procedures  of  the  city's  departments 
and  submitted  recommendations  for  improvement  in  the  areas 
of  accounting  methods,  procedures  and  internal  control. 

Hennepin  County,  Minnesota 

Auditor  and  Treasurer  Offices  - 


We  assisted  the  County  in  combining  the  Auditor 
and  Treasurer  Offices  into  a  County  Finance  Department  which 
has  the  responsibility  for  billing  and  collecting  all  real 
estate  and  personal  property  taxes  within  Hennepin  County 
(Minneapolis  and  the  Metropolitan  area).   This  Department 
also  has  countywide  responsibility  for  accounting,  cash 
receipts,  cash  disbursements  and  the  distribution  of  tax 
collections  to  the  proper  local  taxing  authorities.   Our 
work  included: 


•  Reorganizing  the  Department  so  that  there  are 

clear  lines  of  authority  and  responsibility, 

•  Redesigning  certain  manual  procedures  to 

eliminate  duplication  of  effort. 

•  Designing  changes  to  the  computer  processing 

procedures  in  order  to  smooth  out  the  work 
flow  and  make  the  computer  system  more 
responsive  to  the  requirements  of  the 
Department . 


4-27 


153 


Unified  Accounting  and  Reporting  System  - 

In  connection  with  the  modernization  of  the  County' 
accounting  and  information  systems,  we  have  assisted  in  the 
development  and  installation  of  a  uniform  accounting  and 
reporting  system  for  utilization  by  all  operating  depart- 
ments of  the  County.   This  system  reports  financial  trans- 
actions by: 


•  Fund  Control  -  to  provide  fiscal  control  on 

the  basis  of  fixed  appropriation. 

•  Program  and  Special  Project  Accountability  -  to 

provide  budgeting  and  accumulation  of  finan- 
cial transactions  on  a  program  and/or  project 
basis . 

•  Responsibility  and  Operational  Cost  Control  - 

to  provide  cost  control  on  the  basis  of 
specific  lines  and  areas  of  responsibility. 


The  systematic  approach  for  developing  the  Unified 
Accounting  System  includes  utilization  of  the  overall  plan- 
ning, programming,  budgeting  ( PPB )  concepts.   In  addition, 
the  system  provides: 


•  Accounting  control  over  the  financial  activi- 

ties of  the  County. 

•  Utilization  of  the  budget  as  a  plan  for  con- 

trolling expenditures  in  accordance  with  pre- 
determined objectives  and  reporting  the 
status  of  all  functions  included  in  the 
budget. 

•  A  means  of  currently  estimating  the  require- 

ments for  the  remainder  of  the  budget  year. 

•  Budgeting,  reporting  and  controlling  costs  on 

the  basis  of  specific  lines  of  authority. 
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udgetary  control  on  individual  programs  and 
special  projects  to  assist  in  - 

Effective  program  planning. 

Implementation  of  the  programs  ar.d  control 
of  services  and  expenditures  to  achieve 
plans  with  the  allocated  resources. 

Evaluation  of  program  accomplishments  and 
costs . 


state 


{j  s  5 curl      We  are  currently  completing  a  system 

design  for  the  installation  of  a  state 
vide  financial  Manages en t  and  sontrol  system.   The  State's 

requirements,  which  will  be  met    by  the  system,  include  the 
following : 


Fund  general  ledger  accounting. 

Appropriation  control. 

Organization  and  program  responsibility  reporting 

Project  and  grant  reporting. 

Automated  budgeting. 

Batch  lata  input. 

Remote  terminal  lata  file  inquiry. 

Statistical  data  accumulation  for  unit  cost 
reporting  at  any  level  of  organization  or 
tr~ gr-m . 

.1'.    allocation  capabilities. 

Code  explosion  approach  to  minimizing  coding 
at  the  transaction  level. 
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City  of  Chicago,  Illinois      We  were  engaged  to  design  and 

install  an  integrated  account- 
ing system  for  the  Board  of  Education,  City  of  Chicago.   Our 
initial  involvement  with  this  large  elementary  and  secondary 
school  system  was  a  review  of  the  Board's  financial  systems 
needs,  including  identification  of  specific  applications 
areas.   As  a  result  of  this  study,  the  development  of  five 
integrated  systems  was  authorized. 

The  payroll-personnel  management  system  will  procesi 
over  300,000  transactions  per  month  in  an  on-line,  real-time 
mode.   It  will  be  integrated  with  the  financial  reporting 
system  which  handles  responsibility  accounting  for  700  cost 
centers  and  processes  over  1,000,000  transactions  per  month. 
Also  included  in  the  project  are  a  completed  government 
funds  claim  system,  a  general  ledger  system  and  the  account- 
ing requirements  for  a  job  cost  control  system. 

Continuing  work  on  this  engagement  involves  develop- 
ment  of  a  uniform  policies  and  procedures  manual  as  well  as 
extensive  training  and  education  of  client  personnel  in 
systems  development  and  maintenance  techniques. 
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Hennepin  County,  Ramsey 

County,  Minnesota We  were  engaged  to  design  a 

county-oriented  welfare  informa- 
tion system  developed  on  a  joint  basis  with  Hennepin  County, 
the  most  populated  county  in  Minnesota,  Ramsey  County  and 
the  State  of  Minnesota.   Our  engagement  resulted  in  a  two 
volume  report;  the  Management  Summary  (Volume  I)  includes 
a  system  overview,  system  concepts  and  features,  installation 
approach  and  economics  for  implementation  while  the  System 
Specifications  (Volume  II)  include  the  system  flowcharts  with 
program  synopses,  file  storage  volumes,  selected  flowcharts 
of  manual  procedures,  selected  system  document  and  reports, 
and  data  management  concepts.   The  development  efforts  have 
resulted  in  a  modularly  designed,  integrated  welfare  informa- 
tion system  which  encompasses  the  processing  for  financial 
assistance  cases.   Medicaid  claims,  social  service  cases, 
and  management  reporting.   The  system  utilizes  on-line 
inquiry  to  case  information  and  integrates  case  information 
for  clients  with  multiple  program  involvement  into  one  data 
base.   The  Medicaid  subsystem  has  been  designed  to  function 
on  a  "stand-alone"  basis  to  allow  its  eventual  use  as  a 
statewide  processing  system. 

Waste  Management,  Inc.      Waste  Management,  Inc.  is  one  of 

the  nation's  largest  companies 
engaged  primarily  in  providing  solid  waste  management 
services  (the  collection,  processing  and  disposal  of  solid 
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waste).   We  assisted  in  the  design  and  installation  of  an 
extensive  management  information  system  and  a  fully  inte- 
grated customer  billing  system.   The  management  information 
system  provides  systematic  control  over  the  planning  and 
reporting  of  operating  revenues  and  expenses  at  all  levels 
of  Waste  Management's  activities.   The  customer  billing 
system  while  providing  the  necessary  control  over  accounts 
receivable  also  provides  information  for  sales  and  receiv- 
able management,  cash  control  and  customer  information  and 
service  reference. 
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ARTHUR  ANDERSEN  &  CO. 
CLIENT  REFERENCES 

The  following  individuals  may  be  contacted  regard- 
ing our  professional  qualifications.   We  would  be  pleased  to 
furnish  the  name  and  telephone  number  of  any  other  respon- 
sible client  officer  requested  by  the  Committee. 


Mr.  Dennis  0.  Green 
Finance  Director 
City  of  Detroit,  Michigan 
1110  City-County  Building 
Detroit,  Michigan   48226 
Telephone  (313)  224-3490 

Mr.  Robert  A.  Gerard  (New  York  City  work) 

Director,  Office  of  Capital  Markets  Policy 

Department  of  the  Treasury 

Fifteenth  Street  and  Pennsylvania  Avenue,  N 

Washington,  D.  C.   20220 

Telephone  (202)  964-2103 

Mr.  John  J.  Vohden 

Director  of  Financial  Services 

Prince  George's  County 

Board  of  Education 

Upper  Marlboro,  Maryland   20870 

Telephone  (301)  627-4152 

Mr.  Thomas  J.  Falstad 
Director  of  Internal  Audit 
Hennepin  County 
Minneapolis,  Minnesota 
Telephone  (612)  348-8330 

Mr.  Reginald  Webb 

Director 

District  of  Columbia  Model  Cities  Program 

1329  E  Street,  N.  W. 

Washington,  D.  C.   20004 

Telephone  (202)  298-3823 
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Dr.  C.  Jackson  Grayson  (Former  Director  of  Price 

Commission  ) 
Dean,  School  of  Business  Administration 
Southern  Methodist  University- 
Dallas,  Texas   75275 
Telephone  (214)  692-3012 

Mr.  Harry  Strasburg 
Assistant  Superintendent 
Department  of  Systems  Analysis  and 

Data  Processing 
Board  of  Education  City  of  Chicago 
228  N.  LaSalle  Street 
Chicago,  Illinois   60601 
Telephone  (312)  641-4160 

Mr.  Donald  L.  Scantlebury 

Director  Financial  and  General  Accounting 

Office 
441  G  Street,  N.  W. 
Room  6001 

Washington,  D.  C.   20548 
Telephone  (202)  275-5150 

Mr.  George  Caldwell 

President 

Greater  Southeast  Community  Hospital 

1310  Southern  Avenue,  S.  E. 

Washington,  D.  C.   20032 

Telephone  (202)  574-6000 

Mr.  Warren  F.  Brecht 

Assistant  Secretary  for  Administration 

Department  of  the  Treasury 

Room  3424 

Fifteenth  Street^md  Pennsylvania  Avenue,  N.  W. 

Washington,  D.  C.   20220 

Telephone  (,202)  964-2882 

Miss  Ma,T>i  on  Pearlman 
United  Mineworkers 
Welfare  and  Retirement  Fund 
2021  K  Street,  N.  W. 
Washington,  D.  C. 
Telephone  (202)  452-5059 

Mr.  James  A.  Womack 

Deputy  Commissioner  of  Administration 

Mississippi  State  Department  of  Public  Welfare 

P.  0.  Bjmc  4321  Fondren  Station 

Jackson,  Mississippi   39216 

Telephone  (601)  982-6268 
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SECTION  5 
INDEPENDENCE  AND  OBJECTIVITY 

This  section  of  our  proposal  responds  to  your 
request  for  specific  information  pertaining  to  our  firm's 
independence  and  objectivity.   It  provides  information  on 
our  philosophy  and  practice  with  respect  to  independence  and 
objectivity  and,  specifically  addresses  the  requirements 
for  information  outlined  in  the  Request  for  Proposal,  Sec- 
tions III-B  and  III-F. 

Independence  and 

Objectivity        Our  dedication  to  independence  and 

objectivity  is  a  matter  of  public 
record  dating  from  the  earliest  days  of  our  firm.   In  our 
earliest  engagements  we  showed  a  strong  unwillingness  to  be 
swayed  from  independence  and  objectivity.   We  believe  inde- 
pendence is  an  essential  quality  of  our  profession.   Its 
attributes  are  courage,  freedom  from  outside  influences,  and 
absence  of  actual  or  presumptive  bias.   It  is  not  only 
required  that  there  be  entertained  no  affiliations  or 
influencing  factors  that  might  affect  the  exercise  of  good, 
impartial  judgment,  but  continuous  attention  to  those  attri- 
butes which  enhance  the  professional  stature  of  the  accoun- 
tant as  one  whose  principal  motivation  is  to  serve  the 
public . 
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We  believe  the  fundamental  characteristic  that 
distinguishes  the  public  accountant  from  other  professionals 
is  independence.   Without  independence,  technical  competence, 
no  matter  how  excellent,  will  not  protect  the  public's 
interest.   A  public  accountant  must  be  unbiased.   He  must 
not  allow  his  judgment  to  be  influenced  by  external  influ- 
ences or  by  the  hopes  of  personal  gain;  otherwise,  the 
public's  confidence  in  the  professional's  opinion  and  judg- 
ment will  be  seriously  undermined. 

If  the  public  accountant's  professional  performance 
leads  to  a  question  of  his  independence  or  objectivity,  his 
ability  to  function  effectively  will  be  severely  damaged. 
The  influences  of  circumstances  and  pressures  on  the  public 
accountant  are  enormous,  though  often  subtle.   The  public 
accountant  must  be  on  constant  guard  to  insure  they  do  not 
color  his  judgment. 

We  believe  that  when  a  profession  places  strict 
business  considerations  above  professional  considerations, 
the  public  suffers,  and  the  public  will  ultimately,  with 
justice,  hold  that  professional  group  responsible  for  betray- 
ing the  trust  placed  in  it.   Today,  business,  government, 
and  the  public  at  large  are  all  increasingly  concerned  with 
ethical  principles  and  are  demanding  ever  higher  standards 
of  conduct  in  those  who  serve  the  public.   We  are  proud  to 
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say  that  we  recognize  and  respond  to  that  demand.   We  are 
the  only  major  public  accounting  firm  which  makes  public 
disclosure  of  its  financial  statements.   The  public  trust  is 
a  serious  matter  with  our  firm. 

Independence  or  objectivity  is  like  any  other  sub- 
ject, one  that  must  be  approached  from  the  standpoint  of 
merit  and  common  sense.   In  any  audit,  tax  or  administrative 
services  engagement  or  in  special  work  of  any  type  that  we 
undertake,  our  position  is  always  to  objectively  resolve 
issues  on  the  basis  of  merit. 

Philosophy  of  Service 

to  Clients The  four  cornerstones  underlying 

the  Arthur  Andersen  &  Co.  philos- 
ophy of  service  to  its  clients  are: 

•  Independence  and  objectivity. 

•  Technical  skills  and  competence. 

•  Constant  attention  to  understanding  and  con- 
structive response  to  the  client's  needs. 

•  Quality  control. 

The  same  high  ethical  standards  and  requirements 
for  independence  that  apply  to  the  practice  of  public  account 
ing  in  general  are  applicable  to  all  aspects  of  our  practice. 
We  undertake  only  those  engagements  for  which  we  can  provide 
useful  and  valuable  services,  and  we  do  not  hesitate  to 
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bring  the  entire  experience  of  the  firm  to  bear  on  clients' 
problems,  regardless  of  the  location  of  our  personnel.   This 
approach  helps  us  to  take  a  creative,  constructive  and  objec- 
tive approach  to  our  work. 

During  the  course  of  our  relationship  with  each 
client,  we  endeavor  to  maintain  a  continuing,  close  dialogue 
with  the  client  in  order  to  be  aware  of  the  client's  needs 
as  they  evolve  and  to  assure  that  we  are  providing  construc- 
tive, responsive  service  to  those  needs.   This  helps  ensure 
that  our  work  is  efficient  and  that  our  recommendations  are 
sound  and  practical. 

Responses  to  Specific 

Requirement  for  Information 

Outlined  in  the  Request 

for  Proposal Following  is  our  response  to 

the  heretofore  unaddressed 
requirement  for  information  outlined  in  the  Request  for  Pro- 
posal: 


Requirement  III-B-1.   Descriptions  of  work  in  process 
or  work  performed  for  the  District  of  Columbia, 
its  officials,  the  General  Accounting  Office,  or 
any  other  organization  with  respect  to  the  District 
of  Columbia  within  the  last  five  years,  and  com- 
ments as  to  how  such  work  might  impact  on  indepen- 
dence and  objectivity. 
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We  have  performed  the  following  work: 

District  of  Columbia  Model  Cities  Program 

Since  the  summer  of  1973,  we  have  conducted  a 
total  of  110  audits  of  grants  made  by  the  District  of 
Columbia  Model  Cities  Program  to  a  total  of  40  different 
grant  recipients  covering  various  grant  periods  from  approx- 
imately January  1,  1972,  through  April  30,  1975.   Individual 
grants  under  this  engagement  ranged  in  amounts  from  $15,000 
to  $3,000,000.   In  addition,  we  have  performed  a  number  of 
special  assignments  for  the  District  of  Columbia  Model 
Cities  Program  in  reviewing  its  own  internal  affairs  regard- 
ing procedures  for  administering  grants.   We  have  made 
recommendations  on  the  type,  format  and  content  of  reports 
required  by  grantees. 

The  Department  of  Housing  and  Urban  Development 
was  the  Federal  source  of  these  funds.   Our  audits  were  made 
pursuant  to  expenditure  and  reporting  regulations  developed 
by  HUD  and  D.  C.  Model  Cities,  including  a  HUD-developed 
Audit  Guide. 

District  of  Columbia  Government 


Employees  Credit  Union 

We  were  engaged  to  audit  the  balance  sheet  of  the 
District  of  Columbia  Government  Employees  Credit  Union  as  of 
December  31,  1974.   We  issued  our  report  in  August,  1975. 
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United  States  General  Accounting  Office 

In  1972,  we  were  engaged  to  conduct  an  Operational 
Audit  of  the  Executive  Agency's  Data  Processing  Function. 

The  objective  of  the  review  was  to  evaluate  the 
generation  level  of  effectiveness  and  efficiency  of  a  large 
third-general  computer  facility  of  one  of  the  Federal 
government's  executive  branches,  and  identify  potential 
improvements.   In  addition,  the  purpose  of  the  work  was  to 
provide  the  General  Accounting  Office  with  an  initial  expo- 
sure to  the  performance  of  an  extensive  ADP  facility  audit 
in  conjunction  with  developing  a  manual  for  the  performance 
of  such  audits.   The  objective  of  the  General  Accounting 
Office  was  to  utilize  the  manual  to  pursue  similar  work  in 
other  Federal  agencies  subsequent  to  this  project. 

The  scope  of  our  review  placed  significant  emphasis 
on  evaluating  the  selected  department's  ADP  functions.   This 
work  was  related  to  computer  capacity  and  utilization,  gen- 
eral and  management  controls,  and  evaluating  the  effective- 
ness of  the  systems  being  developed  by  the  departmental  data 
processing  center. 

In  1973  we  were  engaged  to  conduct  two  financial 
management  seminars  directed  principally  at  Assistant  and 
Under  Secretary  level  financial  managers  from  selected 
departments . 
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The  first  of  these  was  entitled  "What  are  the 
Special  Problems  of  Financial  Management  in  the  Federal 
Government?"   The  seminar  addressed  the  problems  in  three 
broad  areas:   (l)  how  high-level  government  officials  can 
best  utilize  accounting  and  other  financial  management 
information  in  their  decision  making,  (2)  the  financial 
problems  that  result  from  weaknesses  in  Federal  procurement 
procedures,  and  (3)  the  problems  of  accounting  systems 
design  and  implementation  that  result  from  accommodating 
the  needs  of  Congress,  agency  officials  and  operating 
managers . 

The  second  seminar  was  entitled  "Are  Reimbursably 
Funded  Government  Agencies  Operating  on  a  Business-like 
Basis?"   Unlike  the  first  seminar,  topics  for  this  agenda 
did  not  lend  themselves  to  division  into  a  few  broad  areas. 
Rather,  approximately  twenty  questions  were  posed,  struc- 
tured to  elicit  discussion  on  many  points  which  would 
demonstrate  the  potential  for  improvements  in  operating 
efficiency  and  effectiveness  and  which  would  identify  the 
peculiarities  of  operating  with  captive  customers  in  an 
artificial  market. 

None  of  the  above  described  engagements  have  any 
effect  on  our  independence  and  objectivity. 


5-7 


168 


Requirement  III-B-2.   Financial  information  such  as 
balance  sheet,  statement  of  income  and  expense, 
statement  of  retained  capital,  number  of  partners, 
and  other  information  which  the  firm  feels  appro- 
priate to  establish  the  financial  stability  of 
the  firm. 


Included  in  the  exhibit  section  of  this  proposal 
is  a  copy  of  our  1975  annual  report  which  provides  detailed 
financial  information  on  the  operations  of  our  firm. 


Requirement  III-B-3.   A  listing  of  any  client  whose 
fees  account  for  5  percent  or  more  of  the  firm's 
revenues,  and  the  percentage  for  which  each 
account . 


We  do  not  have  a  client  whose  fees  account  for  5 
percent  or  more  of  our  firm's  revenues. 


Requirement  III-F.   The  firm  should  submit  its 

ideas  on  how  it  would  contribute  to  the  objectiv< 
of  enhancing  the  financial  credibility  of  the 
District . 


Arthur  Andersen  &  Co.  is  one  of  the  largest  public 
accounting  firms  in  the  world.   The  firm  is  also  one  of  the 
most  independent,  frequently  challenging  the  accounting 
profession  on  professional  matters.   Our  partners  and 
employees  number  over  14,000  people.   Our  Audit  Division 
audits  more  firms  listed  on  the  New  York  and  American  Stock 
Exchanges  than  any  other  firm.   Our  Tax  Division,  with  1,800 
professionals,  is  probably  the  largest  professional  tax 
force  other  than  that  of  the  Internal  Revenue  Service.   Our 
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Administrative  Services  Division,  which  provides  systems  and 
business  consulting  services,  has  1,850  professionals  making 
it  one  of  the  largest  groups  of  consultants  in  the  world. 
When  required,  we  are  always  prepared  to  seek  the  assistance 
of  any  of  our  personnel.   We  do  this  because  we  have  two 
basic  goals;  to  assure  quality  work  and  to  render  superior 
client  service.   This  reputation  for  independence  and  objec- 
tivity, quality  work  and  superior  client  service  is  well 
known  in  the  business  community.   We  have  diligently  strived 
to  earn  this  reputation  and  we  continue  to  work  toward 
upholding  it. 

We  believe  we  have  within  the  firm  the  talent  and 
expertise  to  not  only  successfully  complete  the  survey  but 
even  more  importantly,  we  have  the  capabilities  to  adequately 
train  District  personnel  and  thus  improve  their  competence. 
This  talent  and  expertise  has  been  assembled  as  our  survey 
team  and  we  would  doubt  whether  this  experience  can  be 
matched  by  any  other  firm.   This  survey  team  will  critically 
review  the  District's  personnel  resources  because  reputation 
and  therefore  credibility  is  founded  and  maintained  by  these 
personnel . 
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OUR  FIRM 

Organization 

Arthur  Andersen  &  Co.  is  an  international  account- 
ing firm  with  49  offices  in  the  United  States  and  54  office* 
in  33  other  countries  throughout  the  world.   The  firm  was 
established  in  Chicago,  Illinois,  in  1913  and  has  operated 
since  its  inception  as  a  single  worldwide  partnership.   Our 
total  number  of  personnel  approximates  14,000  and  we  serve 
more  than  50,000  clients.   Net  fees  of  $386  million  for  the 
fiscal  year  ended  August  31,  1975  place  us  among  the  world's 
largest  accounting  firms. 

The  firm's  professional  organization  consists  of 
partners,  managers  and  staff  personnel.   The  partners,  of 
which  there  are  over  940  in  active  practice,  are  the  owners 
of  the  firm  and  assume  the  primary  responsibility  of  direct- 
ing the  services  we  provide  to  our  clients.   The  partners 
are  assisted  by  managers  and  staff,  who  have  the  responsi- 
bility for  the  day-to-day  conduct  of  our  work.   While  the 
major  work  of  our  firm  is  related  to  the  annual  independent 
examination  of  and  issuance  of  an  opinion  on  the  financial 
statements  of  our  clients,  we  also  provide  our  clients  with 
significant  systems  and  consulting  services  and  tax  assis- 
tance.  A  more  complete  description  of  the  nature  of  our 
services  and  other  general  information  about  our  firm, 
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including  the  financial  results  for  the  fiscal  year  ended 
August  31,  1975,  are  contained  in  our  third  annual  report, 
which  has  been  included  at  the  end  of  this  section. 

One-Firm  Concept 

Arthur  Andersen  &  Co.  is  unique  in  being  a  world- 
wide single  partnership  in  which  all  partners  are  general 
partners  and  participate  in  profits  of  the  worldwide  opera- 
tion regardless  of  their  location,  area  of  specialization  or 
job  activity.   Although  each  office  is  responsible  for 
complete  services  to  the  clients  in  its  area,  the  firm 
operates  on  an  integrated  basis  under  a  one-firm  concept 
rather  than  as  an  amalgamation  of  offices.   While  this  one- 
firm  concept,  on  the  surface,  may  not  appear  important,  it 
has  far-reaching  effects  on  the  personality  of  the  firm.   It 
has  an  important  impact  on  our  training  programs  and  is 
largely  responsible  for  the  high  quality  of  our  client 
service  and  the  leadership  role  we  have  taken  in  our  pro- 
fession.  Moreover,  this  concept  makes  it  possible  for  us 
to  have  selected  from  the  firm  the  top  talent  and  compe- 
tence within  the  government  industry  area,  irrespective  of 
present  office  assignment,  for  our  D.  C.  government  project 
team. 
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Quality  Control 

To  maintain  our  high  standards  of  quality,  the 
firm  makes  a  significant  investment  in  the  extensive  train- 
ing and  development  of  our  personnel  at  all  levels  from 
beginning  staff  members  to,  and  including,  partners.   The 
programs  and  techniques  we  use  in  training  our  personnel  are 
frequently  reviewed  by  our  larger  clients  and  adapted  for 
use  within  their  organizations. 

In  1975,  Arthur  Andersen  &  Co.  conducted  more  than 
400  sessions  of  worldwide  and  regional  schools  and  seminars 
constituting  over  125,000  man-days  of  instruction.   This 
training  involved  over  12,000  of  our  professional  personnel 
for  periods  of  two  days  to  several  weeks.   Our  direct  invest' 
ment  in  training  professional  personnel  was  approximately 
$30  million  (U.  S.).   The  scope  of  our  training  is  so  exten- 
sive that  we  purchased  in  1971  the  entire  properties  of  a 
private  college  near  Chicago,  Illinois,  to  serve  as  our 
firm's  training  center.   A  photograph  of  the  Center  for 
Professional  Development  serves  as  the  cover  for  the 
attached  1975  Annual  Report. 
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PREFACE 

In  our  democratic  society,  all  citizens,  groups  and  organizations  need 
to  speak  out  on  issues  which  they  consider  important  to  maintain  the 
effectiveness  of  our  political  and  economic  system.  If  this  country  is  to 
maintain  effective  checks  and  balances  in  our  political  system,  public 
officials  must  be  held  accountable  for  the  financial  affairs  of  the  activi- 
ties in  the  government  for  which  they  are  responsible.  To  achieve 
accountability,  effective  accounting  controls  and  sound  financial  report- 
ing are  essential. 

We  are  not  experts  in  politics,  international  relations  or  economics — we 
are,  however,  experts  in  financial  reporting,  accounting  controls  and 
financial  systems.  Because  of  our  concerns  over  current  financial  prob- 
lems in  certain  governmental  units,  many  of  which  problems  are  acceler- 
ating because  of  the  recent  recession,  inflation  and  other  serious  develop- 
ments, we  inquired  about  the  accounting  controls  and  financial  reporting 
of  the  United  States  Government.  Certain  interesting  and  surprising  ob- 
servations resulted  from  this  inquiry. 

In  order  to  encourage  public  discussion  on  the  need  for  sound  accounting 
controls  and  financial  reporting  in  all  units  within  the  public  sector,  we 
are  publishing  a  summary  of  our  findings,  conclusions  and  recommenda- 
tions. For  illustrative  purposes,  a  set  of  consolidated  financial  statements 
for  the  United  States  Government  was  prepared  on  the  accrual  basis 
using  the  reporting  format  followed  in  the  private  sector.  This  booklet 
presents  the  results  of  that  effort.  Detailed  documentation  of  the  sources 
used  and  the  derivation  of  the  amounts  reflected  in  the  accompanying 
financial  statements  is  available  upon  request. 

Our  discoveries  in  this  effort,  combined  with  our  experience  with  finan- 
cial reporting,  caused  us  to  raise  a  number  of  questions,  some  of  which 
are  set  forth  herein.  We  do  not  present  answers  to  these  questions  be- 
cause many  of  them  involve  economic  or  political  issues.  However, 
certain  of  these  questions  are  those  which  Government  officials  and 
leaders  in  the  financial  community  will  face  in  the  next  few  years.  Many 
of  the  same  questions,  issues  and  concerns  are  applicable  to  cities  and 
states  as  well  as  to  other  nations  and  their  governmental  units. 

During  this  inquiry  we  contacted  numerous  departments,  agencies  and 
other  units  in  the  Government.  We  want  to  acknowledge  the  significant 
enthusiasm  with  which  our  project  was  received,  the  serious  interest  on 
the  part  of  Government  employees  with  whom  we  discussed  the  financial 
data  needed  to  complete  our  project  and  the  sincere  desire  each  of  them 
had  to  be  helpful  to  us.  Without  this  cooperation,  this  project  could  not 
have  been  completed. 


Arthur  Andersen  &  Co. 


September  10,  1975. 
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OVERALL  SUMMARY 


•  In  the  past  40  years,  the  government  or  public  sector  of  our  economy  has 
been  steadily  growing  from  less  than  10%  of  our  Gross  National  Product  to 
about  33%  in  1974.  If  government  credit,  tax  expenditures  and  "off  budget" 
items  were  included,  total  government  expenditures  would  probably  exceed 
40%.  Within  a  few  years,  the  combined  budgets  (Federal,  state  and  local) 
may  exceed  $1  trillion.  With  a  public  sector  this  large,  its  operations  have  a 
major  impact  on  the  economy.  This  impact  could  be  positive  if  properly 
planned.  However,  it  could  also  accelerate  economic  problems  if  not  properly 
coordinated. 

•  Several  large  cities,  states  and  other  governmental  units  appear  to  be  in  serious 
financial  difficulties.  These  problems  may  produce  a  devastating  financial  crisis 
unless  timely  corrective  action  is  forthcoming.  All  too  often,  the  financial  state- 
ments of  governmental  units  have  proven  to  be  less  than  adequate  for  provid- 
ing basic  financial  information.  Decision-makers,  investors  and  the  public  have 
been  misled  by  not  being  alerted  to  the  problems  which  were  developing.  When 
difficulty  occurred,  they  were  confused  and  frustrated  in  their  attempts  to  deal 
with  the  emerging  financial  crises. 

•  Knowledge  of  current  deficits  and  surpluses  is  important  for  the  annual  evalua- 
tions of  our  financial  affairs.  To  be  meaningful,  these  amounts  should  include 
all  costs  whether  paid  or  accrued.  Furthermore,  the  total  accumulated  deficit 
is  crucial  because  this  is  the  amount  of  future  taxes  required  to  pay  present 
liabilities.  To  the  extent  that  this  amount  exceeds  the  amounts  that  can  reason- 
ably be  expected  of  future  taxpayers,  a  potential  for  crisis  develops.  The  crisis 
could  become  real  if  taxpayers  are  no  longer  willing  to  pay  for  the  current  costs 
of  government  or  if  investors  become  concerned  that  governmental  units  may 
default  on  their  obligations. 

•  In  the  private  sector,  proper  accounting  controls  and  sound  financial  reporting 
on  an  accrual  basis  are  basic  prerequisites  to  fiscal  responsibility  and  a  mean- 
ingful understanding  of  a  unit's  financial  condition.  If  we  are  to  have  the  same 
degree  of  accountability  in  the  public  sector,  similar  controls  should  be  exer- 
cised over  governmental  affairs  and  meaningful  financial  reporting  should  be 
implemented. 

•  As  a  result  of  our  inquiry  and  our  conviction  that  sound  financial  reporting 
is  required  to  inform  both  shareholders  in  the  private  sector  and  the  electorate 
in  the  public  sector  of  the  economic  results  for  their  specific  groups,  we  have 
arrived  at  the  following  conclusions: 

-The  United  States  Government  should  provide  annual  consolidated  financial 
statements  on  an  accrual  basis  including  all  entities  in  the  Government 
and  all  programs  which  may  require  future  taxes  for  present  liabilities. 

-Cities,  states  and  other  political  subdivisions  should  be  required  to  publish 
similar  statements  annually  and  in  connection  with  sales  of  securities  to 
the  public. 
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OBSERVATIONS 


Concerning  Current  United  States  Government 
Accounting  and  Financial  Reporting 

•  The  Federal  Government  does  not  have  a  central  accounting 
department.  The  Treasury  Department  consolidates  and  reports 
the  status  of  funds  and  certain  other  accounting  statistics. 
These  summaries  are  not  on  a  full  accrual  basis  and  are  in- 
complete. The  General  Accounting  Office,  as  the  auditing  arm 
of  the  Congress,  approves  the  conceptual  design  of  account- 
ing systems  for  various  departments  or  agencies.  The  Office 
of  Management  and  Budget  has  responsibility  for  budget  policy 
and  procedures.  The  General  Services  Administration  evaluates 
and  recommends  improvements  to  financial  management  sys- 
tems. The  Joint  Financial  Management  Improvement  Program, 
representing  the  above  organizations,  has  as  its  objective  the 
improvement  of  financial  management  practices. 

•  Governmental  accounting  is  designed  to  facilitate  control  over 
expenditures  by  limiting  the  amounts  which  each  Govern- 
mental entity  can  spend.  It  is  essentially  a  cash-basis  system 
and  is  generally  not  designed  to  summarize  and  report  on 
operating  results.  The  underlying  arrangements  and  systems 
necessary  to  assemble  financial  reports  are  as  important  as  the 
reports  themselves.  The  final  product  is  useful  and  reliable  only 
to  the  extent  that  the  data  is  complete,  accurate  and  functional. 

•  The  Government  produces  an  enormous  amount  of  financial 
data  and  a  wide  variety  of  financial  reports.  However,  such 
information  is  often  duplicative  and  is  not  accumulated  in  one 
place  or  consolidated  into  reports  or  statements  which  permit 
an  assessment  of  the  overall  financial  condition  or  operating 
results  of  the  entire  Government. 

•  Both  Hoover  Commissions  recommended  accrual  accounting, 
and  this  led  to  the  passage  of  Public  Law  84-863.  This  law, 
supplemented  by  related  Treasury  Regulations,  specifies  that 
Government  agencies  must  prepare  business-type,  accrual- 
basis  financial  reports.  These  laws  and  regulations  have  been 
in  existence  since  1956  but  have  been  only  partially  imple- 
mented. 

•  There  are  no  related  requirements  for  the  reports  to  be  sum- 
marized, consolidated  or  disseminated  to  the  public.  Through 
nearly  200  years,  the  United  States  has  been  trying  to  develop 
and  strengthen  the  constitutional  checks  and  balances  and  has 
attempted  to  incorporate  into  this  structure  the  concept  of  ac- 
countability. A  missing  link  is  a  unified  and  comprehensive 
report  of  the  financial  results  of  the  Government's  operations. 
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QUESTIONS 


Related  to  Governmental  Financial  Reporting 

An  accrual  accounting  system  which  produces  sound  and  con- 
sistent tinancial  reports  is  essential  to  the  concepts  of  financial 
responsibility  in  the  private  sector  of  the  economy.  Absence 
of  a  comparable  system  in  the  public  sector  raises  numerous 
questions  concerning  the  financial  status  of  the  Government. 
Some  of  these  questions  are  set  forth  below. 

-Would  an  integrated  financial  reporting  system  and  the  re- 
lated information  be  useful  to  the  Legislative  and  the  Execu- 
tive Branches  in  understanding  the  financial  impacts  of  their 
decisions  on  present  and  future  generations? 

-Many  of  the  elected  or  appointed  officials  responsible  for 
Government  decisions  are  frequently  in  their  positions  for 
relatively  short  periods  of  time.  Without  adequate  financial 
reports,  can  elected  or  appointed  officials  comprehend  the 
complexities  with  regard  to  their  financial  decisions? 

-Would  adequate  financial  information  assist  the  electorate  in 
understanding  the  governmental  process  and  evaluating  the 
performance  of  their  elected  representatives,  thus  improving 
fiscal  accountability  by  such  elected  representatives?  Would 
such  financial  information  help  the  electorate  develop  views 
on  priorities  to  select  among  various  alternatives? 

-Would  appropriate  accounting  controls  and  financial  report- 
ing reduce  the  costs  of  Government  by  helping  the  public 
realize  the  total  costs  of  decisions  that  are  made,  the  cumu- 
lative impact  on  present  and  future  taxes  and  the  priorities 
under  which  such  costs  have  been  incurred? 

-Can  Government  have  effective  long-range  planning  with- 
out adequate  financial  reporting  as  a  base  point  to  develop 
such  plans? 

-Can  Government  properly  measure  the  costs,  efficiency, 
productivity  and  impact  of  its  programs  and  develop  costs 
for  the  services  it  provides  without  using  accrual  accounting 
which  includes  all  costs? 

-Would  improved  financial  control  and  accountability  over 
transfer  payments  and  major  Government  assistance  pro- 
grams, such  as  welfare,  food  stamps,  unemployment,  medi- 
care and  student  loans,  assist  Government  officials  to  better 
estimate  and  plan  for  these  needs  in  order  to  provide  proper 
stewardship  over  Governmental  funds? 

-Could  improved  "early  warning"  systems  (especially  where 
costs  start  to  increase  significantly)  be  developed  if  ade- 
quate financial  information  on  major  programs  were 
available? 
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ILLUSTRATIVE  CONSOLIDATED  FINANCIAL  STATEMENTS 


UNITED  STATES  GOVERNMENT 
June  30,  1974  and  1973 


For  purposes  of  illustration,  we  have  collected  financial  infor- 
mation currently  available  in  several  publications  of  the 
United  States  Government  and  have  used  this  information  as  a 
basis  for  preparing  consolidated  financial  statements  of  the 
United  States  Government  in  conventional  format  as  of  June 
30,  1974  and  1973,  and  for  the  years  then  ended. 

The  amounts  reflected  in  the  following  illustrative  financial 
statements  and  notes  thereto  have  not  been  audited  by  Arthur 
Andersen  &  Co.,  and  accordingly,  we  do  not  express  an  opinion 
on  them.  Even  though  these  financial  statements  may  not  be 
complete  and  accurate  in  all  respects,  they  do  provide  the 
necessary  background  for  discussion  of  some  of  the  issues 
involved. 
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UNITED  STATES  GOVERNMENT 

ILLUSTRATIVE  CONSOLIDATED   BALANCE  SHEET 

(Unaudited)  (Notes  1  and  2) 

JUNE  30,   1974  AND   1973 

ASSETS 

Millions 


1974  1973 


CASH  AND  CASH  EQUIVALENTS    $   18,127  $   22,797 

GOLD,  at  official  rate  (Note  3)    11.567  10.410 

RECEIVABLES  (net  of  allowances): 

Accounts     5,490  4,859 

Taxes  (Note  4)    14,960  12,844 

Loans  (Note  5)    65,836  62,985 

86,286  80,688 

INVENTORIES,  at  cost  (Note  6): 

Military  and   strategic  system   supplies    28,019  25,173 

Stockpiled  materials  and  commodities    11,526  12,693 

Other  materials  and  supplies    11,026  12,012 

50,571  49,878 

PROPERTY  AND  EQUIPMENT,  at  cost: 

Land  (Note  7)    6,686  6,415 

Buildings,  structures  and  facilities  (Note  8)    88,649  86,129 

Strategic  and  tactical  military  assets  (Note  9)    119,913  117,670 

Nonmilitary  equipment   (Note  9)    39,708  37,377 

Construction  in  progress    19,400  17,169 

Other     2,118  1,848 

276,474  266,608 

Less — Accumulated  depreciation    (Note   10)    129,000  122,000 

147,474  144,608 

DEFERRED  CHARGES  AND  OTHER  ASSETS    15,297  15,369 

$329,322  $323,750 
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LIABILITIES  AND   DEFICIT 


FEDERAL  DEBT  (Note  11): 

Gross  debt  outstanding      

Less — Intragovernmental  holdings — 

Trust   funds    

Federal   Reserve    

Other     


Debt  outstanding  with  the  public 
Less — Unamortized    discount     


FEDERAL  RESERVE  LIABILITIES: 

Federal  Reserve  Notes  outstanding 

Deposits  of  member  banks    

Other     


ACCOUNTS  PAYABLE  AND  ACCRUED  LIABILITIES: 

Accounts  payable   

Accrued  interest,  annual  leave  and  other   .  . 
Deferred   revenue    


OTHER    LIABILITIES    

RETIREMENT  AND  DISABILITY  BENEFITS   (Note  12): 

Civil  Service    

Military 

Veterans 


ACCRUED  SOCIAL  SECURITY   (Note  13) 
CONTINGENCIES  (Note  14) 

Total   liabilities    


LESS— ACCUMULATED   DEFICIT 


1974 

1973 

$  486,247 

$  468,426 

(129,745) 

(114,852) 

(80,649) 

(75,182) 

(10.449) 

(10,529) 

265.404 

267,863 

2.506 

2.243 

262.898 

265,620 

64,263 

58,754 

26,760 

25,506 

2,286 

1,725 

93,309 

85,985 

32,491 

30,757 

11,187 

11,819 

6.734 

6,565 

50.412 

49,141 

18,991 

19,836 

108,000 

97,000 

80,380 

70,950 

110,980 

110,850 

299,360 

278,800 

416,020 

340,930 

1,140,990 

1,040,312 

811,668 

716,562 

$  329,322 

$  323,750 

The  accompanying  notes  are  an  integral  part  of  this  balance  sheet. 
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UNITED  STATES  GOVERNMENT 

ILLUSTRATIVE  CONSOLIDATED  STATEMENT  OF 
REVENUES  AND   EXPENSES 

(Unaudited)  (Notes  1  and  2) 
FOR  THE   YEARS   ENDED  JUNE  30,    1974  AND   1973 


REVENUES: 
Individual 


income  taxes 


Social  Security  and  unemployment  taxes  and 
retirement   contributions    

Corporate   income  taxes 

Excise  taxes   

Estate  and  gift  taxes      

Outer  continental  shelf  rents  and  royalties 

Other   (Note  3)    

Total   revenues 

EXPENSES   (including  transfer  payments): 
National  defense — 

Military   personnel    

Operations  and  maintenance 

Research  and  development 

Depreciation    (Note    10)     

Other     


Other  operating  expenses,  including  depreciation  of  $2,100  million 
in  1974  and  $2,000  million  in  1973   (Note  10)    


Grants-in-aid,  primarily  to  state  and  local  governments 
Transfer  payments  to  individuals — 

Income  security,   including  retirement,   unemployment 
and  Social  Security  payments  made  

Health  care 

Veterans'  benefits  and  services 

Other     

Noncash  provision  for  retirement  and  disability  benefits — 

Social  Security  (Note  13)    

Other   (Note  12)    


Interest  expense  (net  of  interest  income) 
Total    expenses     


Millions 


1974 

1973 

$118,952 

$103,246 

76,780 

64,541 

40,736 

37,588 

16,844 

16,260 

5,035 

4,917 

6,748 

3,956 

6,539 

4,970 

271,634 


72,479 


41,982 
41,500 


97,981 


75,090 
20,560 
95.650 
17.148 
366.740 


EXCESS  OF  EXPENSES  OVER   REVENUES    (Note   15)    $  95,106 


235.478 


23,728 

23,246 

27,698 

24,980 

8,582 

8,157 

11,100 

10,800 

1,371 

3,091 

70,274 


36,328 

40,400 


69,381 

60,373 

11,300 

9,000 

10,400 

9,700 

6,900 

4,800 

83.873 


63,670 
13,360 


77,030 

14,146 

322,051 

$  86,573 


The  accompanying  notes  are  an  integral  part  of  this  statement. 
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UNITED  STATES  GOVERNMENT 

ILLUSTRATIVE  CONSOLIDATED  STATEMENT  OF 
CHANGES  IN  CASH  AND  CASH   EQUIVALENTS 

(Unaudited)  (Notes  land  2) 

FOR  THE  YEAR   ENDED  JUNE  30,   1974 


SOURCES  OF  CASH: 

Excess  of  expenses  over  revenues   

Add  (deduct)  items  not  affecting  cash — 

Depreciation    (Note   10)    

Noncash   provision  for  retirement  and  disability 

benefit  expense  (Notes  12  and  13)    

Revenue  attributable  to  change  in  gold 

valuation    (Note  3)    

Increase  in  accrued  corporate  income 
taxes  receivable    ' 

Effect  of  other  accrual  adjustments  (net)    

Cash  provided  by  operations 

Increase  in   Federal   Reserve  liabilities    

Total  sources  of  cash    

USES  OF  CASH: 

Decrease  in  net  Federal  debt — 

Increase  in  gross  debt  outstanding $17,821 

Less — Increase  in  intragovernmental  holdings: 

Trust  funds    14,893 

Federal  Reserve    5,467 

Other     _  (80) 

20 
Decrease  in  debt  outstanding  with  the  public   .  . 
Increase  in  unamortized  debt  discount 

Additions  to  property  and  equipment 

Increase  in  loans  receivable   

Net  change  in  other  assets  and  liabilities 

Total  uses  of  cash   

DECREASE  IN  CASH    

CASH  AT  BEGINNING  OF  YEAR    

CASH  AT  END  OF  YEAR    


Millions 
$(95,106) 

13,200 

95,650 

(1,157) 

(2.116) 
(     151) 
10,320 
7,324 
17,644 


20,280 

2,459 

263 

2,722 

16,066 

2,851 

675 

22,314 

(4,670) 

22,797 

$  18,127 

The  accompanying  notes  are  an  integral  part  of  this  statement. 
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UNITED  STATES  GOVERNMENT 

Notes  to  Illustrative  Consolidated  Financial  Statements 
(Unaudited) 

June  30,  1974  and  1973 

1.  SOURCES  OF  DATA 

The  United  States  Government  does  not  have  a  centralized  accounting 
system  which  would  furnish  data  necessary  for  the  preparation  of  con- 
solidated financial  statements  on  an  accrual  basis.  The  asset  and  liability 
amounts  included  herein  were  obtained  from  several  sources  within  the 
Government.  For  some  agencies,  numbers  purporting  to  reflect  the  same 
items  were  available  from  more  than  one  source  and  differed  as  to 
amount.  In  such  instances,  the  sources  which  appeared  to  be  the  most 
reliable  were  used. 

2.  PRINCIPLES  OF  CONSOLIDATION 

The  accompanying  financial  statements  include  the  accounts  of  all  sig- 
nificant agencies  and  funds  included  in  the  Unified  Budget  of  the  United 
States  Government,  plus  those  of  the  traditional  "off  budget"  agencies 
and  the  Federal  Reserve  System.  Government-sponsored  enterprises  such 
as  Federal  Land  Banks  have  been  excluded  because  they  are  privately 
owned.  Amounts  reflected  are  as  of  June  30,  1974  and  1973,  except  for 
the  Federal  Reserve  System,  which  reports  on  a  calendar-year  basis  and 
for  which  December  31,  1973  and  1972,  amounts  were  used.  Intra- 
governmental  assets,  liabilities  and  revenue/expense  items  of  significance 
have  been  eliminated  in  consolidation. 

The  Federal  Reserve  System  (which  operates  independently  from  the 
Executive  and  Legislative  branches  of  the  Government)  has  been  included 
in  the  accompanying  financial  statements  because  of  the  interrelation- 
ships between  the  Federal  Reserve  System  and  the  Treasury. 

a.  A  large  portion  of  the  Federal  debt  is  held  by  Federal  Reserve  banks. 

b.  Virtually  all  of  the  gold  has  been  "pledged"  to  the  Federal  Reserve 
banks  in  return  for  Treasury  demand  deposits. 

c.  The  net  income  of  the  Federal  Reserve  System  is  transferred  annually 
to  the  Treasury. 

d.  In  the  event  of  liquidation,  after  capital  contributed  by  member  banks 
is  returned,  residuals  of  Federal  Reserve  banks  would  be  transferred 
to  the  Treasury. 

The  effect  of  including  the  Federal  Reserve  System  in  the  consolidated 
balance  sheet  as  of  June  30,  1974,  is  summarized  below. 

Millions 

Increase  total  assets $     3,089 

Reduce  Federal  debt $(80,649) 

Eliminate  gold  certificate  liability (11,460) 

Add  Federal  Reserve  Notes 64,263 

Add  deposits  of  member  banks 26,760 

Increase  other  liability  accounts 2,286 

T200 

Reduce  deficit   1,889 

$     3,089 
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Government  trust  funds  have  been  included  in  the  accompanying  con- 
solidated financial  statements.  This  reporting  has  been  adopted  because 
the  trust  funds  are  included  in  the  Unified  Budget  and  because  the  assets 
in  such  funds  are  almost  exclusively  Federal  debt  securities.  In  substance, 
the  Government  trust  funds  serve  as  segregated  accounts  for  specific 
purposes  rather  than  as  trusts. 

3.  GOLD 

Gold  has  been  recorded  at  the  official  rate  established  by  Congress 
($42.22  per  ounce  at  June  30,  1974,  and  $38.00  per  ounce  at  June  30, 
1973).  Although  the  free  market  rate  for  gold  is  currently  much  higher, 
a  different  rate  was  not  used  because  (1)  the  official  rate  is  the  basis 
upon  which  the  Treasury  uses  the  gold  as  security  to  increase  its  demand 
deposits  with  the  Federal  Reserve  (most  of  the  gold  has  been  utilized  in 
this  way)  and  (2)  it  is  not  possible  to  determine  what  effect  sales  of  the 
Treasury's  gold  would  have  on  the  free  market  price  and,  therefore,  what 
alternative  value  would  be  appropriate.  If  the  free  market  rate  as  of 
June  30,  1974,  of  $144.50  per  ounce  had  been  used,  the  aggregate 
carrying  value  of  gold  would  have  been  $39,586  million. 

The  effect  of  the  change  in  the  official  rate  for  gold  between  June  30, 
1973,  and  June  30,  1974,  is  reflected  as  revenue  of  the  Government  in 
the  accompanying  consolidated  statement  of  revenues  and  expenses 
because  such  a  valuation  increase  allows  the  Treasury  to  increase  its 
cash  balances. 

4.  TAXES  RECEIVABLE 

The  total  for  taxes  receivable  includes  $5.0  billion  (net)  for  delinquent 
taxes  owed  and  $10.0  billion  of  accrued  corporate  income  taxes  receiv- 
able as  of  June  30,  1974;  the  comparable  amounts  as  of  June  30,  1973, 
were  $5.1  billion  and  $7.7  billion,  respectively.  No  accrual  has  been 
made  for  individual  income  taxes  because  of  the  payroll  withholding 
system.  Also,  assessed  tax  deficiencies  pending  settlement  have  not  been 
included  in  receivables  because  the  ultimate  settlement  value  is  inde- 
terminable. 

5.  LOANS  RECEIVABLE 

Interest  rates  and  loan  repayment  terms  vary  considerably  for  outstand- 
ing loans,  with  rates  ranging  from  zero  to  12.0%  and  terms  from  as 
short  as  90  days  to  well  over  40  years.  The  longer  terms  and  lower  rates 
generally  apply  to  loans  to  foreign  governments.  Outstanding  balances 
and  allowances  for  losses  have  been  recorded  as  reported  by  the  various 
lending  agencies.  No  attempt  has  been  made  to  evaluate  collectibility  or 
the  adequacy  of  the  allowances  for  losses.  Loans  outstanding  are  sum- 
marized below  by  major  classification  of  borrower. 

Millions 
Classification  1974  1973 


Business  entities    $20,434  $17,200 

Students,  farmers  and  other  individuals.  .  .    22,502  21,264 

Foreign     19,794  21,588 

State  and  local  governments 2,123  1,838 

Other 2,513  2,251 

67,366  64,141 

Less — Allowances  for  losses 1,530  1,156 

$65,836  $62,985 
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INVENTORIES 

Inventories  include  nondepreciable  personal  property  and  are  generally 
stated  at  cost.  The  major  components  of  inventory  are  summarized  below. 

Millions 

Classification                                      1974  1973 

Military  and  strategic  system  supplies — 

Ammunition    $  9,387  $  6,944 

Materials  related  to  missile,  air  and 

weapons  systems   11,293  11,167 

Repair  parts  for  weapons  and  vehicles     2,545  2,425 

Excess  materials  awaiting  disposition     2,354  2,862 

Miscellaneous 2,440  1,775 

28,019  25,173 

Stockpiled  materials  and  commodities — 

Nuclear   materials    6,599  6,611 

Metals  and  like  materials    4,417  5,595 

Helium   510  487 

11,526  12,693 

Other  materials  and  supplies — 

Electric,  industrial  and  petroleum 

supplies    4,094  4,141 

Clothing,  subsistence  and  general 

supplies    1,936  1,799 

Excess  materials  awaiting  disposition     2,190  2,333 

Miscellaneous     524  1,395 

Subtotal — Department  of 

Defense    8,744  9,668 

Agencies  other  than  Department 

of  Defense   2,282  2,344 

11,026  12,012 

$50,571  $49,878 

The  inventory  accounts  do  not  include  the  weapons  stockpile  of  the 
Atomic  Energy  Commission,  since  the  extent  of  this  inventory  is  classified 
information. 
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7.  LAND 

Land  owned  by  the  Government  as  of  June  30,  1974,  is  summarized 
below  by  predominant  usage. 

Acres  Cost 

Usage  (Millions)  (Millions) 

Forest  and  wildlife 503.2  $    497 

Grazing     163.5  26 

Parks  and  historic  sites    25.1  477 

Alaska  oil  and  gas  reserves 23.0  — 

Military  (except  airfields)    18.1  314 

Flood  control  and  navigation   8.0  3,256 

Reclamation  and   irrigation    7.0  305 

Industrial    2.9  204 

Airfields    2.3  203 

Power  development  and  distribution    1.5  272 

Other 5.9  979 

760.5  6,533 

Outside  United  States   : .6_  153 

761.1  $6,686 

The  outer  continental  shelf  and  other  offshore  land  are  not  included  above. 
The  Government  owns  approximately  33.5%  of  the  total  acreage  of  the 
United  States,  or  761  million  acres  (of  which  352  million  acres  are 
located  in  Alaska).  This  total  includes  704  million  acres  of  public  domain 
land  (land  vested  in  the  United  States  by  virtue  of  its  sovereignty). 
Cost  represents  cost  to  the  Government,  except  that  the  cost  of  land 
acquired  through  donation,  exchange,  devise,  forfeiture  or  judicial  proc- 
ess is  estimated  at  amounts  the  Government  would  have  had  to  pay  for 
the  properties  if  purchased  at  the  date  of  acquisition  by  the  Government. 
Public  domain  land  is  included  at  no  cost. 

A  committee  of  the  House  of  Representatives  reported  as  of  June  30, 
1972,  that  the  estimated  current  value  of  the  704  million  acres  of  public 
domain  land  was  approximately  $29.9  billion.  No  similar  reports  are 
available  estimating  current  values  for  other  land,  mineral  resources  or 
the  outer  continental  shelf. 

8.  BUILDINGS,  STRUCTURES  AND  FACILITIES 

This  category  includes  all  real  property  owned  by  the  Government  except 
land.  Approximately  $36  billion  of  the  total  at  June  30,  1974,  and  $35 
billion  at  June  30,  1973,  reflects  the  acquisition  cost  of  buildings, 
whereas  the  balance  includes  the  costs  of  acquiring  or  erecting  dams, 
utility  systems,  monuments,  roads  and  bridges.  The  following  table  sum- 
marizes the  buildings,  structures  and  facilities  reported. 

Millions 

Agency  or  Department  1974  1973 

Air  Force    $16,738  $16,859 

Army — 

Corps  of  Engineers    14,309  13,752 

Other    12,105  11,898 

Navy     12,168  11,839 

Interior     9,018  8,885 

Tennessee  Valley  Authority    4,769  4,490 

Atomic  Energy  Commission    4,171  4,061 

Agriculture 3,035  2,914 

NASA    2,471  2,475 

General  Services  Administration 2,373  2,315 

Other    7,492  6,641 

$88,649  $86,129 
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9.  DEPRECIABLE  PERSONAL  PROPERTY 

Depreciable  personal  property  has  been  divided  into  two  categories  to 
split  out  that  portion  which  relates  solely  to  defense  of  the  nation  from 
that  which  may  have  nonmilitary  applications.  The  assets  are  recorded 
at  acquisition  cost  and  include  only  those  which  are  currently  in  use  or 
in  usable  condition.  The  major  components  of  each  category  are  sum- 
marized below. 

Millions 

Classification  1974  1973 

Strategic  and  tactical  military  assets — 

Aircraft  and  related  equipment    .  .  .$  51,032  $  49,891 

Ships  and  service  craft 36,268  36,081 

Combat  and  tactical  vehicles 16,923  18,324 

Missiles  and  related  equipment   .  .  .        9,746  9,255 

Weapons     1,091  509 

Other  (primarily  ground  support)    .        4,853  3,610 

$119,913  $117,670 

Millions 

Classification  1974  1973 

Nonmilitary  equipment — Department  of 
Defense — 

Industrial  plant  equipment $14,028  $13,833 

Communication  and  electronics   ....      4,123  3,997 

Vehicles    2,149  2,168 

Other    1,435  459 

21,735  20,457 

Atomic  Energy  Commission    5,814  5,548 

Maritime   Administration    1,538  1,729 

Tennessee  Valley  Authority    1,348  1,206 

U.   S.   Postal  Service    1,158  984 

Other   agencies    8,115  7,453 

$39,708  $37,377 
10.     DEPRECIATION 

Most  Government  agencies  do  not  depreciate  property  and  equipment. 
Accumulated  depreciation  as  of  June  30,  1974  and  1973,  for  such 
agencies  was  estimated  based  on  available  information;  reported  amounts 
were  used  for  those  agencies  (e.g.,  AEC  and  TVA)  which  do  depreciate 
property  and  equipment.  The  methods  used  to  arrive  at  accumulated 
depreciation  for  the  major  categories  of  property  and  equipment  are 
described  below. 

Buildings — Acquisition  dates  and  original  costs  were  obtained  for  all 
buildings  owned  by  the  Government  as  of  June  30,  1974.  and  ac- 
cumulated depreciation  was  determined  based  on  the  number  of  years 
each  building  had  been  owned. 

Structures  and  Facilities — Net  additions  in  this  category  were  ob- 
tained for  the  last  21  years,  and  accumulated  depreciation  was  com- 
puted under  the  assumptions  that  the  balance  as  of  June  30,  1953, 
was  one-half  depreciated  as  of  that  date,  that  such  balance  would 
be  depreciated  evenly  over  the  remaining  one-half  of  the  estimated 
useful  life  for  this  classification,  and  that  there  were  no  sales  or 
retirements  since  1953  for  this  category. 
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Military  Assets  and  Nonmilitary  Equipment — Net  additions  by  major 
category  were  obtained  for  the  past  20  years  for  the  Department  of 
Defense.  Budget  outlays  for  major  equipment  purchases  were  com- 
pared to  net  addition  amounts  to  arrive  at  estimated  percentages  for 
retirements,  and  the  available  information  and  estimates  were  ex- 
tended to  cover  all  assets  within  these  categories  to  arrive  at  gross 
addition  and  retirement  figures  by  year.  Estimated  useful  lives  were 
then  used  to  determine  the  remaining  undepreciated  portions  of  gross 
additions. 

Depreciation  by  year  was  computed  on  a  straight-line  basis  with  no 
salvage  values. 

Useful  lives  were  selected  for  major  categories  to  spread  the  acquisition 
costs  over  the  periods  during  which  the  average  asset  in  each  group 
could  reasonably  be  expected  to  be  useful  at  the  time  of  acquisition.  The 
useful  lives  adopted  for  agencies  for  which  estimates  were  required  are 
listed  below. 

Classification  Life 

Buildings,  structures  and  facilities   50  years 

Ships  and  service  craft 30  years 

Industrial  plant  equipment   20  years 

All  other  depreciable  assets 10  years 

Accumulated  depreciation  balances  so  computed  as  of  June  30,  1974 
and  1973,  are  shown  below  by  balance  sheet  classification. 

Millions 

Classification  1974  1973 

Buildings,  structures  and  facilities $  45,000  $  43,700 

Strategic  and  tactical  military  assets  ....      63,500  59,700 

Nonmilitary  equipment 20,000  18,100 

Other    500  500 

$129,000  $122,000 
FEDERAL   DEBT 

The  gross  amount  of  Federal  debt  outstanding  at  June  30,  1974,  and 
June  30,  1973,  consisted  of  the  securities  summarized  below. 

Millions 

Type  of  Security  1974  1973 

Marketable — 

Treasury  bills $105,019  $100,060 

Treasury  notes 128,419  117,840 

Treasury  bonds    33,137  45,071 

266,575  262,971 
Nonmarketable — 

U.  S.  Savings  bonds    61,921  59,418 

Foreign   series    25,011  28,524 

Government  account  series  (special 

issues  related  to  specific  funds).    115,442  101,738 

Other    5,286  4,666 

Total  Treasury  obligations    .  .  .    474,235  457,317 

Agency  securities 12,012  11,109 

$486,247  $468,426 
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Maturities  of  the  outstanding  marketable  securities  are  reflected  in  the 
following  table. 

Millions 

Due  Within  1974  1973 

One  year    $139,942  $122,803 

One  to  five  years 77,199  88,223 

Five  to  ten  years   26,957  31,111 

Ten  to  twenty  years    17,403  14,477 

Twenty  years  or  longer 5,074  6,357 

$266,575  $262,971 

The  gross  amount  of  Federal  debt  outstanding  has  been  reduced  by  the 
holdings  of  entities  included  in  the  consolidated  financial  statements. 
The  largest  such  reduction  reflects  the  holdings  of  Government  trust 
funds.  Significant  trust  fund  holdings  of  Federal  debt  securities  are  sum- 
marized below. 

Millions 

Trust  Fund  1974  1973 

Social  Security  Administration — 

Federal  old-age  and  survivors' 

insurance    $  37,717  $  35,501 

Federal  disability  insurance 8,195  7,803 

Federal  hospital  insurance 7,864  4,222 

Federal  supplementary  medical 

insurance    1,231  700 

55,007  48,226 
Civil  Service  Commission — 

Civil  Service  retirement  and 

disability     34,331  30,866 

Other    1,672  1,468 

36,003  32,334 

Department  of  Labor — Unemployment   .  .      12,121  10,957 
Department  of  Transportation — 

Highway   7,599  5,550 

Other    878  — 

8,477  5,550 

Veterans  Administration 7,567  7,428 

Federal  Deposit  Insurance  Corporation    .        5,861  5,636 

Other    4,709  4,721 

$129,745  $114,852 

Of  the  debt  outstanding  with  the  public  at  June  30,  1974,  and  June  30, 
1973,  approximately  $57.7  billion  and  $60.2  billion,  respectively,  was 
held  by  foreign  and  international  investors. 
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12.  RETIREMENT  AND   DISABILITY   BENEFITS 

Liabilities  for  military  retirement  benefits  and  for  retirement  and  disa- 
bility benefits  provided  under  Civil  Service  have  been  recorded,  irre- 
spective of  whether  trust  funds  exist  for  the  programs,  because  the 
liabilities  are  those  of  the  Government  and  not  of  the  trust  funds  and 
since  the  covered  individuals  worked  directly  for  the  Government.  The 
recorded  amounts  are  based  on  the  estimated  present  values  of  vested 
benefits,  which  were  derived  from  the  actuarially  computed  present  values 
of  future  benefits  (as  computed  by  the  Government)  less  the  present 
values  of  future  employee  contributions,  if  any. 

The  liability  for  Veterans  Administration  benefits  represents  the  com- 
puted present  value  of  annual  benefit  payments,  which  have  been  esti- 
mated by  the  Government  to  the  year  1999. 

The  noncash  provisions  for  retirement  and  disability  benefits  of  $20,560 
million  for  1974  and  $13,360  million  for  1973  represent  the  combined 
changes  in  the  liabilities  for  Civil  Service,  military  retirement  and  veterans' 
benefits  between  years. 

No  attempt  has  been  made  to  record  liabilities  for  several  other  Govern- 
ment plans  providing  future  benefits,  since  the  total  liabilities  for  such 
plans  would  not  be  significant  in  relation  to  those  recorded  and  certain 
basic  information  was  not  readily  available. 

13.  ACCRUED  SOCIAL  SECURITY 

The  Government  computes  two  estimates  of  future  liabilities  for  Social 
Security.  These  estimates  are  based  on  a  present-value  approach,  taking 
into  consideration  future  contributions  and  benefits  which  have  been 
established  by  present  laws.  Beginning  in  1972,  benefits  are  automati- 
cally adjusted  for  changes  in  the  consumer  price  index.  The  first  esti- 
mate, usually  referred  to  as  the  Official  Actuarial  Concept,  indicates  that 
the  excess  of  benefits  to  be  paid  to  present  and  future  participants  over 
anticipated  receipts  for  the  next  seventy-five  years  on  a  present-value 
basis  is  $1,312  trillion  as  of  June  30,  1974.  The  second  estimate,  usually 
referred  to  as  the  Full-Reserve  Actuarial  Concept,  estimates  that  the 
excess  of  benefits  to  be  paid  to  present  participants  over  contributions 
by  present  participants  on  a  present-value  basis  is  $2,460  trillion  as  of 
June  30,  1974.  This  estimate  is  based  on  concepts  that  more  closely 
approximate  those  used  in  the  private  sector. 

An  accrual  for  Social  Security  benefits  is  reflected  in  the  accompanying 
financial  statements  because  it  appears  that  such  benefits  could  not  be 
terminated  or  substantially  curtailed  without  serious  social  and  political 
implications.  Social  Security  receipts  and  disbursements  are  also  in- 
cluded in  the  Unified  Budget.  Further,  in  principle,  the  consolidated 
financial  statements  and  the  accumulated  deficit  should  reflect  a  liability 
for  the  amount  of  future  benefits  that  will  not  be  covered  by  future 
contributions  under  present  law.  Under  this  principle,  inclusion  of  an 
accrual  would  seem  to  be  both  proper  and  required.  It  is  recognized  that 
the  Social  Security  Act  states  that  payments  should  be  made  only  to  the 
extent  of  the  trust  funds  and  that  covered  individuals  who  have  con- 
tributed to  the  fund  have  no  contractual  right  to  receive  benefits;  however, 
this  does  not  negate  the  need  to  accrue  a  liability. 
An  argument  could  be  made  to  support  the  current  accrual  in  full  of  the 
estimated  present  value  of  the  difference  between  future  revenue  and 
benefits,  i.e.,  $2,460  trillion  for  the  Full-Reserve  Actuarial  Concept. 
However,  it  was  concluded  that  a  more  realistic  approach  would  be  to 
accrue  for  such  amounts  over  a  reasonable  future  period.  In  determining 
such  period,  recognition  was  given  to  the  fact  that  the  estimated  average 
period  for  present  participants  to  contribute  revenue  under  the  Full- 
Reserve  Actuarial  Concept  would  approximate  25  to  30  years;  further,  the 
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Government  amortizes  its  prior  service  costs  for  Civil  Service  retirement 
benefits  over  a  thirty-year  period,  and  any  period  up  to  40  years  could 
be  used  to  amortize  prior  service  costs  in  the  private  sector.  A  period 
of  30  years  was  used  as  a  reasonable  period  in  this  regard  for  establish- 
ing the  amount  to  be  accrued. 

The  estimated  amounts  by  which  the  present  values  of  future  benefits 
exceed  future  receipts,  determined  on  an  annual  basis  for  the  past  five 
years  under  the  Full-Reserve  Actuarial  Concept,  are  as  follows  (in  bil- 
lions): 1970— $415;  1971— $435;  1972— $1,865;  1973— $2,118;  and 
1974 — $2,460.  Using  the  thirty-year  period  to  amortize  the  increase  for 
each  year  results  in  an  accrual  of  $416  billion  as  of  June  30,  1974,  and 
$341  billion  as  of  June  30,  1973,  as  reflected  in  the  accompanying 
balance  sheet. 

The  noncash  provisions  for  Social  Security  benefits  of  $75,090  million 
for  1974  and  $63,670  million  for  1973  represent  the  changes  in  accrued 
Social  Security  between  years. 

14.    CONTINGENCIES 

Several  Government  agencies  insure  businesses  and  individuals  against 
various  risks.  The  amount  of  insurance  coverage  in  force,  representing 
the  maximum  contingent  exposure  of  the  Government,  is  summarized 
below  as  of  June  30,  1974. 

Nature  of  Coverage  Millions 

Federal  Deposit  Insurance  Corporation $    442,000 

Federal  Savings  and  Loan  Insurance  Corporation 220,000 

Housing  and  Urban  Development — Riot  Reinsurance  175,000 

Atomic  Energy  Commission    60,000 

Other    144,000 

$1,041,000 


The  Government,  under  several  agencies  and  programs,  guarantees  loans 
made  to  businesses  and  individuals  by  non-Government  enterprises,  such 
as  commercial  banks,  and  by  privately  owned,  Government-sponsored 
enterprises,  such  as  Federal  Land  Banks.  These  guarantees  become 
assets  and/or  liabilities  of  the  Government  only  when  the  Government 
is  required  to  honor  its  guarantees.  Loan  guarantees  in  force  at  June  30, 
1974,  are  summarized  below. 

Amount 
Outstanding 
Guarantee  Related  To  (Millions) 

Federal   Housing  Administration    $  97,753 

Veterans  Administration    27,053 

Farm  Credit  Administration    23,612 

Federal  Home  Loan  Bank  Board   20,733 

Federal  National  Mortgage  Association   25,828 

Other 32,583 

$227,562 


The  annual  rental  of  real  property  leased  throughout  the  world  to  the 
United  States  Government  is  approximately  $600  million. 
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15.     RECONCILIATION   OF   BUDGET   DEFICIT 

The  following  tabulation  reconciles  the  reported  budget  deficits  for  the 
years  ended  June  30,  1974  and  1973,  to  the  excess  of  expenses  over 
revenues  reflected  for  each  year  in  the  accompanying  statement  of 
revenues  and  expenses. 

Millions 

1974  1973 

Reported  budget  deficit  (Appendix  1)    .    $     3,460  $14,300 

Add— 

Noncash  provisions  for  retirement  and 

disability  benefits 95,650  77,030 

Depreciation 13,200  12,800 

Net  expenses  of  off  budget  agencies  .  .        2,675  607 

111,525  90,437 

Deduct — 

Capital  outlays 16,066  16,117 

Net  effects  of  accrual  adjustments  .  .  .        2,267  1,586 

Revenue  attributable  to  change  in  gold 

valuation     1,157  — 

Seigniorage     321  400 

Earnings  of  Federal  Reserve 68  61 

19,879  18,164 

Excess  of  expenses  over  revenues $   95,106  $86,573 
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CERTAIN  ECONOMIC  QUESTIONS 


Related  to  Consolidated  Financial 
Statements  of  the  United  States  Government 

•  The  gross  Federal  debt  increased  from  $250  billion  in  1949 
to  $382  billion  in  1970  and  to  $486  billion  in  1974  (see 
Appendix  1).  The  amount  owned  by  domestic  private  investors 
(as  distinguished  from  foreign  investors,  trust  funds  and  the 
Federal  Reserve)  increased  from  $190  billion  in  1949  to 
$212  billion  in  1970  and  decreased  to  $207  billion  in  1974. 

What  is  the  significance  of  these  changes —  will  the  Federal 
debt  approach  a  level  where  it  will  be  difficult  to  obtain  new 
funds  from  the  public?  Is  the  gross  amount  approaching  a 
level  where  the  carrying  cost  will  be  unduly  burdensome? 
Does  this  mean  that  between  1949  and  1974  the  amount  re- 
quired to  finance  the  increase  of  $236  billion  in  the  gross 
amount  of  debt  had  little  impact  on  the  capital  available  for 
private   purposes? 

•  The  amount  of  Federal  debt  owned  by  foreign  investors  in- 
creased from  $3  billion  in  1949  to  $14  billion  in  1970  and 
to  $57  billion  in   1974. 

Has  the  rapid  increase  in  Federal  debt  held  outside  the 
United  States  created  a  serious  potential  for  future  prob- 
lems? Is  there  a  possibility  of  sizable  amounts  being  returned 
to  the  United  States  for  sale  or  redemption,  thus  creating  an 
immediate  drain  on  the  national  capital  markets? 

•  The  amount  of  Federal  debt  held  by  Government  trust  funds  in- 
creased from  $38  billion  in  1949  to  $97  billion  in  1970  and 
$140  billion  in  1974. 

Is  it  proper  for  trust  funds  to  be  invested  in  Federal  securi- 
ties? If  so,  when  such  funds  are  needed,  does  this  create  a 
double  requirement  for  our  capital  markets?  What  is  the 
merit  of  having  an  organization  invest  funds  held  in  "trust" 
in  its  own  securities?  Is  this  a  major  defect  in  concept  of 
"trust  fund"?  Would  the  implication  be  any  different  if  states 
and  cities  bought  securities  of  their  own  governmental  unit 
for  "trust  funds"?  Could  the  Government  invest  large  sums 
of  trust  fund  money  in  the  private  capital  markets  without 
disturbing  these  markets? 

•  The  amount  of  Federal  debt  held  by  the  Federal  Reserve 
increased  from  $19  billion  in  1949  to  $57  billion  in  1970  and 
to  $80  billion  in  1974. 

What  are  the  implications  of  continuing  to  increase  the 
money  supply  by  purchasing  more  Federal  securities? 
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The  average  maturity  of  Federal  debt  has  decreased  from  5.3 
years  in  1965  to  3.0  years  in  1974. 

Does  the  substantial  amount  of  debt  in  short-term  maturi- 
ties create  a  major  uncertainty  for  our  capital  markets?  Does 
this  also  create  a  serious  situation  for  Government  when 
combined  with  other  demands  for  capital? 

Transfer  payments  for  retirement  benefits  and  salaries  for 
Government  employees  are  a  significant  portion  of  the  total 
costs  of  Government. 

Can  we  adequately  manage  our  financial  affairs  when  re- 
tirement benefits  are  indexed  to  inflation?  From  a  control 
standpoint,  how  can  effective  financial  control  be  maintained 
over  such  costs? 

The  accumulated  deficit  on  an  accrual  basis  has  increased  from 
over  $700  billion  to  over  $800  billion  from  1973  to  1974. 

Is  there  any  practical  limit  on  the  amount  of  the  accumulated 
deficit? 

Retirement  benefits,  for  both  Social  Security  and  retirement 
programs  for  Government  employees,  have  increased  sig- 
nificantly during  the  past  few  years. 

Are  the  present  values  of  future  retirement  benefits  increas- 
ing at  rates  that  may  substantially  restrict  the  future  financial 
flexibility  of  the  Government?  Should  the  reporting  and  man- 
agement policies  imposed  on  the  private  sector  by  the 
Pension  Reform  Act  be  extended  to  cover  Government  plans? 

There  are  significant  Government  assets,  such  as  certain  land, 
which  could  be  sold  if  it  were  not  required  for  public  purposes. 

Should  the  Government  adopt  a  policy  that  all  assets  not 
required  for  public  purposes  be  sold  under  a  controlled  pro- 
gram with  such  funds  designated  to  pay  for  present  liabili- 
ties? Is  the  Government  able  to  sell  assets  and  use  the  funds 
for  new  programs  without  the  electorate  realizing  this  under 
the  present  reporting? 

The  additions  to  property  represent  a  sizable  investment  each 
year. 

With  the  significance  of  capital  outlays,  should  a  standby  plan 
be  developed  whereby  certain  items  would  be  delayed  by 
Government  during  high  economic  activity  to  provide  jobs 
during  recession  when  the  private  sector  has  substantial 
excess  capacity?  Can  such  interface  be  of  prime  benefit 
to  both  the  private  and  public  sectors  and  reduce  the  cost 
of  unemployment  and  other  transfer  payments  during  periods 
of  low  economic  activity? 

The  amount  of  Federal  Government  transfer  payments  to 
individuals  has  increased  from  $84  billion  in  1973  to  about 
$98  billion  in  1974  and  is  on  an  increasing  trend. 

With  the  size  of  transfer  payments  today,  and  with  such 
payments  increasing  during  periods  of  low  economic  activity, 
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should  the  Government's  financial  planning  provide  for  sur- 
pluses during  period0  of  high  economic  activity? 

The  excess  of  expenses  over  revenues  in  1974  on  an  accrual 
basis  was  over  $95  billion. 

Should  the  Government  develop  a  five-  or  ten-year  plan  to 
phase  in  a  program  to  overcome  such  increases  in  accumu- 
lated deficits? 

Assets  are  valued  at  cost  in  conventional  balance  sheets.  A 
committee  of  the  House  of  Representatives  reported  as  of  June 
30,  1972.  that  the  estimated  current  value  of  the  public  domain 
lands  was  approximately  $30  billion.  No  similar  reports  were 
available  estimating  current  values  for  other  land,  mineral  re- 
sources or  the  outer  continental  shelf.  The  accumulated  deficit 
as  of  June  30,  1974,  on  an  accrual  basis  was  in  excess  of 
$800  billion. 

Would  the  increase  in  values  from  cost  for  properties  not 
required  for  public  purposes  have  a  significant  offsetting 
influence  on  the  accumulated  deficit? 

The  United  States  dollar  has  been  devalued  twice  in  recent 
years.  A  flexible  exchange  rate  is  now  in  effect. 

Would  the  availability  of  consolidated  financial  statements 
have  an  impact  on  the  value  of  the  dollar  in  world  markets? 
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CONCLUSIONS  AND  RECOMMENDATIONS 


For  United  States  Government 

Financial  management  systems  and  tunctions  of  the  Federal 
Government  should  be  strengthened  and  integrated  to  achieve 
financial  accountability  at  all  levels. 


A  strong  and  well-staffed  central  accounting  department  should 
be  established  in  the  Executive  Branch. 


The  accounting  system  should  contain  internal  checks  and 
balances  to  assure  reliability  of  the  data  produced.  Such  in- 
ternal controls  should  be  supplemented  by  annual  financial 
audits. 


Accrual  accounting  should  be  adopted.  This  was  recommended 
by  both  Hoover  Commissions  and  is  required  by  Public  Law 
84-863,  which  was  passed  in  1956. 


The  Federal  Government  should  take  the  leadership  now  in 
developing  fiscal  responsibility  by  preparing  and  publishing 
consolidated  financial  statements. 
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APPENDIX  2 

GOVERNMENT   EXPENDITURES  AND  GROSS   NATIONAL  PRODUCT 
Calendar  Years  1929-1976 


Government  expenditures 


As  a  percentage  of 
gross  national  product 


1929 

1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 

1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 


1860 
1961 
1962 
1963 
1964 
1965 
1966. 
1967 
1968 
1969 

1970 
1971 
1972 
1973 
1974 
1975 
1976 


$   103.1 

90.4 
75.8 
58.0 
55.6 
65.1 
72.2 
82.5 
90.4 
84.7 
90.5 

99.7 
124.5 
157.9 
191.6 
210.1 
211.9 
208.5 
231.3 
257.6 
256.5 


328.4 
345.5 
364.6 
364.8 
398.0 
419.2 
441.1 
447.3 
483.7 

503.7 
520.1 
560.3 
593.5 
631.7 
681.2 
749.9 
793.9 
864.2 
930.3 

976.4 
1,050.4 
1.158.0 
1,294.9 
1,396.7 
1,498.0 
1.686.0 


$  10.3 

11.1 
12.4 
10.6 
10.7 
12.9 
13.4 
16.1 
15.0 
16.8 
17.6 

18.4 
28.8 
64.0 
93.3 
103.0 
92.7 
45.5 
42.4 
50.3 
59.1 

60.8 
79.0 
93.7 
101.2 
96.7 
97.6 
104.1 
114.9 
127.2 
131.0 

136.1 

149.0 
159.9 
167.0 
175.6 
185.8 
212.3 
242.9 
270.2 
287.9 

312.2 
338.5 
372.1 
408.0 
460.9 
509.7 
570.8 


$    2.6  $    7.6 


2.8 

4.2 
3.2 
4.0 
6.4 
6.5 
8.7 
7.4 
8.6 
8.9 

10.0 
20.5 
56.1 
85.8 
95.5 
84.6 
35.6 
29.8 
34.9 
41.3 

40.8 
57.8 
71.0 
77.0 
69.7 
68.1 
71.9 
79.6 
88.9 
91.0 

93.0 

102.1 
110.3 
113.9 
118.1 
123.4 
142.8 
163.6 
181.5 
189.2 

204.5 
220.8 
244.7 
264.2 
298.6 
323.7 
361.0 


8.3 

8.2 
7.5 
6.7 
6.5 
6.8 
7.4 
7.6 
8.2 
8.6 

8.5 
8.3 
7.9 
7.4 
7.5 
8.1 
9.9 
12.6 
15.5 
17.8 

20.0 
21.2 
22.6 
24.2 
27.0 
29.5 
32.2 
35.3 
38.3 
40.0 

43.1 
46.9 
49.6 
53.1 
57.5 
62.5 
69.5 
79.3 
88.7 
98.7 

107.7 
117.7 
127.4 
143.8 
162.3 
186.0* 
209.8* 


10.0 

12.3 
16.4 
18.3 
19.2 
19.8 
18.5 
19.5 
16.6 
19.8 
19.4 

18.5 
23.1 
40.5 
48.7 
49.0 
43.7 
21.8 
18.3 
19.5 
23.0 

21.3 
24.0 
27.1 
27.8 
26.5 
24.5 
24.8 
26.0 
28.4 
27.1 

27.0 
28.6 
28.5 
28.3 
27.8 
27.3 
28.3 
30.6 
31.3 
30.9 

32.0 
32.2 
32.1 
31.5 
32.9 
34.0 
33.9 


2.5 

3.) 
5.5 
5.5 
7.2 
9.8 
9.0 

10.5 
8.2 

10.2 
9.8 

10.0 
16.5 
35.5 
44.8 
45.4 
39.9 
17.1 
12.9 
13.5 
16.1 

14.3 

17.6 
20.5 
21.1 
19.1 
17.1 
17.2 
18.0 
19.9 
18.8 

18.4 
19.6 
19.7 
19.3 
18.7 
18.1 
19.0 
20.6 
21.0 
20.3 

20.9 
21.0 
21.1 
20.4 
21.3 
21.5 
21.4 


7.4 

9.2 
10.8 
12.8 
12.0 
9.9 
9.4 
9.0 
8.4 
9.7 
9.5 

8.5 
6.7 
5.0 
3.9 
3.6 
3.8 
4.7 
5.4 
6.0 
6.9 

7.0 
6.4 
6.5 
6.6 
7.4 
7.4 
7.7 
8.0 
8.6 
8.3 

8.6 
9.0 
8.8 
9.0 
9.1 
9.2 
9.3 
10.0 
10.3 
10.6 

11.0 
11.2 
11.0 
11.1 
11.6 
12.4 
12.4 


»  Expenditures  on  income  and  product  account.  They  are  on  an  accrual  basis,  include  trust  account  transactions  with  the  oublic.  and 

exclude  capital  transactions  that  do  not  represent  current  production,  etc. 
o  Federal  data  include  expenditures  for  grants-in-aid  to  state  and  local  governments.  These  amounts  have  been  excluded  from  state 

and  local  expenditures  to  avoid  duplication. 
*  Projected  using  straight-line  interpolation  of  actual  1974  expenditures  and  projected  1977  expenditures. 
Sources:  Facts  and  Figures  on  Government  Finance,  1973,  Tax  Foundation,  p.  33. 

Survey  of  Current  Business  Statistics,  U.  S.  Department  of  Commerce,  February  1975,  pp.  15  and  16.  31 

Economic  Report  of  the  President,  U.  S.  Government  Printing  Office,  February  1975,  pp.  249  and  328. 
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HISTORY  OF  ACCOUNTING   IN  THE 
UNITED  STATES  GOVERNMENT 

1789 — The  first  important  legislation  dealing  with  the  fiscal  authority  of  Con- 
gress was  the  Treasury  Act  of  1789,  which  created  the  Department 
of  the  Treasury.  This  Act  established  an  auditor  and  comptroller  within 
the  Treasury.  The  Treasury  was  to  submit  an  annual  report  to  Congress. 

1921 — The  Budget  and  Accounting  Act  was  passed  by  Congress  in  1921.  This 
law  made  a  number  of  important  changes  in  the  financial  management 
of  the  Government,  the  most  significant  being  the  creation  of  the  Bureau 
of  the  Budget  and  the  General  Accounting  Office  (GAO).  The  Bureau 
of  the  Budget  was  established  in  the  Treasury  Department  to  be  ad- 
ministered by  a  director  who  was  responsible  only  to  the  President. 
The  GAO  was  established  independent  of  the  Executive  Branch.  It 
became  the  auditing  department  for  Congress  and  also  kept  the  ledger 
accounts  for  disbursing  and  collecting  offices. 

1933 — In  1933,  the  President  proposed  that  accounting  should  be  the  re- 
sponsibility of  the  Executive  Branch,  and  that  auditing  should  remain 
the  responsibility  of  the  Legislative  Branch. 

1937 — In  1937,  the  Senate  commissioned  the  Brookings  Institute  to  study 
the  financial  administration  of  the  Federal  Government.  Among  their 
findings  was,  "there  exists  no  control  over  the  preparation  of  govern- 
ment financial  statements." 

1939 — The  Bureau  of  the  Budget  was  transferred  from  the  Treasury  to  the 
Executive  Office  of  the  President. 

1947 — The  Joint  Program  for  Improving  Accounting  in  the  Federal  Govern- 
ment (JPIAFG)  was  established  in  1947.  This  was  the  forerunner  of 
the  present  Joint  Financial  Management  Improvement  Program 
(JFMIP). 

1949 — The  first  Hoover  Commission  recommended  the  creation  of  an  "Ac- 
countant General"  in  the  Treasury  to  prescribe  financial  and  adminis- 
trative controls.  The  first  Hoover  Commission  recommended  use  of 
accrual  accounting. 

The  Federal  Property  and  Administrative  Services  Act  was  passed  in 
1949.  This  Act  required  the  Administrator  of  the  General  Services 
Administration  (GSA)  to  work  with  the  Comptroller  General  to  formu- 
late principles  and  standards  for  accounting  for  property  and  aid  in 
developing  this  segment  of  the  accounting  systems. 

1950 — The  Budget  and  Accounting  Procedures  Act  of  1950  gave  the  establish- 
ment and  maintenance  of  accounting  systems  to  the  individual  agen- 
cies. The  GAO  maintained  its  authority  to  prescribe  accounting  princi- 
ples and  standards.  The  GAO  also  was  given  the  authority  to  approve 
the  accounting  systems  of  the  individual  agencies,  and  prescribed 
accounting  principles  and  standards  for  Federal  Agencies  which  re- 
quired the  use  of  accrual  accounting  to  supplement  the  "obligation" 
basis  of  accounting  in  Government.  Its  primary  function  was  now  audit- 
ing. It  would  make  post-audits  of  operations  and  report  to  Congress. 
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1956 — The  second  Hoover  Commission  made  a  strong  recommendation  for 
accrual  accounting  and  this  led  to  Public  Law  84-863  which  required 
all  Government  agencies  to  install  accrual  accounting  "as  soon  as 
practical." 

1967 — The  President's  Commission  on  Budget  Concepts  made  several  recom- 
mendations as  a  result  of  its  study  in  1967.  It  recommended  against 
a  separate  capital  budget,  but  called  for  a  unified  budget  which 
included  the  trust  funds.  The  Commission  recommended  getting  away 
from  the  singular  concern  with  the  bottom  line  of  the  budget  (surplus 
or  deficit),  and  emphasized  the  financing  of  the  deficit.  Most  of  its  rec- 
ommendations regarding  the  budget  were  adopted.  However,  it  also 
recommended  accrual  accounting  and  that  the  annual  budget  be  pre- 
sented on  an  accrued  expenditure  basis.  This  was  endorsed  by  two 
Presidents  but  was  not  implemented  during  their  administrations. 
Again,  the  Congress  appeared  to  prefer  the  "obligation"  type  budget. 
There  were  some  improvements  made  in  accruals  for  the  year-end 
statements  of  the  Federal  Government,  but  not  always  at  the  installa- 
tion or  operating  level. 

1970 — The  President  created  the  Office  of  Management  and  Budget  (OMB), 
replacing  the  Bureau  of  the  Budget.  The  Legislative  Reorganization 
Act  directed  OMB  and  Treasury  to  modernize  budget  and  fiscal  man- 
agement through  installation  of  a  new  EDP  system.  To  date,  this 
project  is  still  in  the  planning  phase. 

1973 — The  President  transferred  much  of  the  Executive  Branch  responsibility 
for  accounting  and  financial  reporting  from  OMB  to  GSA.  In  addition, 
the  administrator  of  GSA  was  made  a  member  of  the  JFMIP. 

1974 — The  Congressional  Budget  and  Impoundment  Act  of  1974  created  the 
Congressional  Budget  Office  and  a  new  budget  committee  for  each 
house  of  Congress.  The  new  budget  committees  and  the  Congressional 
Budget  Office  were  charged  with  the  responsibility  for  overseeing  the 
Congress'  work  on  the  budget  and  insuring  that  the  budget  was  re- 
viewed as  a  whole  and  not  just  by  individual  appropriation.  The  new 
Congressional  Budget  Office  is  to  be  the  OMB  of  the  Legislative 
Branch  of  Government — coordinating  and  assisting  the  work  of  the  two 
Congressional  budget  committees. 
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APPENDIX  4 


ACCOUNTING  AND   REPORTING  QUESTIONS  RAISED  BY 
ILLUSTRATIVE  CONSOLIDATED  FINANCIAL  STATEMENTS 


With  respect  to  the  illustrative  financial  statements,  the  following  are  some 
of  the  accounting  and  reporting  questions  that  arise. 

-Are  the  criteria  established  herein  for  including  Government  and  quasi- 
Government  entities  in  these  statements  appropriate  to  best  reflect  the 
overall  financial  position  and  operating  results  of  the  Government? 

-Should  future  retirement  and  Social  Security  benefits  as  shown  be  treated 
as  liabilities? 


-Should  increases  in  the  official  rate  for  gold  be  treated  as  income? 

-Should  individual  income  taxes  receivable  be  recorded  on  an  accrual  basis? 

-Does  the  Government  have  adequate  procedures  to  properly  account  for 
inventory  items  on  hand? 

-Have  "excess  materials  awaiting  disposition"  been  stated  at  net  realizable 
values? 


-Does  the  Government  have  adequate  procedures  to  properly  account  for 
capital  assets? 

-Is  it  appropriate  for  the  Government  to  capitalize  and  depreciate  the  cost  of 
assets? 


-Are  reserves  for  loan  guarantee  defaults  and  other  contingencies  required 
to  reflect  potential  losses  or  present  liabilities? 
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APPENDIX   5 
EXCERPTS  PROM  SECTION  3  OF  SECURITIES  ACT  OF  1  933 


Exempted   Securities 

Sec.   3.      (a)   Except  as  hereinafter  expressly  provided  the  provisions  of  this 
title  shall  not  apply  to  any  of  the  following  classes  of  securities: 


Securities  of  Governments  and  Banks 

(2)  Any  security  issued  or  guaranteed  by  the  United  States  or  any  territory 
thereof,  or  by  the  District  of  Columbia,  or  by  any  State  of  the  United  States,  or 
by  any  political  subdivision  of  a  State  or  Territory,  or  by  any  public  instru- 
mentality of  one  or  more  States  or  Territories,  or  by  any  person  controlled  or 
supervised  by  and  acting  as  an  instrumentality  of  the  Government  of  the  United 
States  pursuant  to  authority  granted  by  the  Congress  of  the  United  States — 
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Pictured  on  the  front  cover  of  this  report  is  our  Center  for  Professional 
Development  in  St.  Charles,  Illinois,  U.S.A.  This  training  facility, 
acquired  in  1970  and  substantially  expanded  in  1972  and  1974,  has 
been  a  major  factor  in  achieving  our  training  objectives. 

The  Center's  two  buildings  are  located  on  55  acres  of  property  with 
meeting  and  living  accommodations  for  more  than  600  people.  The 
educational-administration  building  has  over  50  meeting  rooms  in 
sizes  which  can  accommodate  groups  ranging  from  a  few  persons  up 
to  75.  The  Leonard  Spacek  Auditorium,  an  addition  completed  in 
1974,  can  seat  more  than  600  persons  and  can  be  divided  into  four 
rooms  accommodating  up  to  150  each  in  classroom  style. 

All  meeting  rooms  are  connected  to  a  central  audio  and  closed-cir- 
cuit television  network.  The  Center's  video  studio  has  an  entire  range 
of  broadcast-quality  color  equipment  to  make  live  broadcasts  to  the 
meeting  rooms  and  to  produce  videotape  cassettes  for  training  and 
communication  purposes. 

All  of  our  operating  offices  have  standard  video  cassette  playback 
units  so  that  tapes  produced  at  the  Center  can  be  used  for  local  train- 
ing programs  and  individual  self-instruction  and  for  firm-wide  com- 
munications. 


The  Arthur  Andersen  Worldwide  Organization  includes  Arthur  Andersen  &  Co.  (an  Illinois  partnership), 
separate  legal  entities  with  the  Arthur  Andersen  name  and  organizations  with  which  Arthur  Andersen  & 
Co.  has  exclusive  representation  agreements,  all  of  which  are  authorized  under  the  laws  of  the  countries 
in  which  such  operations  are  located.  The  extensive  interchange  of  personnel  training  and  practice  pro- 
grams has  provided  a  worldwide  organization  of  individuals  of  many  nationalities  who  adhere  to  the  same 
objectives  of  professional  leadership  and  client  service,  while  complying  with  the  laws,  regulations,  and 
professional  ethics  of  the  countries  in  which  they  practice. 


Copyright®  ARTHUR  ANDERSEN  &  CO., 

69  West  Washington  Street,  Chicago,  Illinois,  U.S.A.  60602 

All  rights  reservecj — 1975. 

This  is  our  third  Annual  Report. 
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Annual  Report 

to  Our 

Worldwide 

Organization 


This,  our  third  annual  report,  covers  our  activi- 
ties for  the  seventeen  months  since  March  31. 
1974.  In  1974.  we  changed  our  fiscal  year-end 
from  March  31  to  August  31  so  that  the  adminis- 
trative work  involved  in  closing  our  fiscal  year 
and  planning  for  the  new  year  would  be  less  dis- 
ruptive to  our  peak  period  of  client  service.  With 
many  of  our  clients  having  year-end  closings  in 
the  January  to  April  period,  we  have  noted  ever 
greater  demands  on  our  most  experienced  part- 
ners and  managers  for  participation  in  client 
affairs  during  those  months.  A  fiscal  year  ending 
August  31  serves  to  maximize  the  time  available 
for  these  client  service  requirement*  and  better 
conforms  to  our  "natural"  business  year. 

Growth  in  Personnel  and  Practice 
With  the  admission  of  101  new  partners  on  Sep- 
tember 1.  1975.  our  worldwide  organization  has 
945  partners,  of  whom  180  are  nationals  of  coun- 
tries other  than  the  United  States.  Our  personnel 
complement  has  grown  to  over  13.000  people,  in- 
cluding approximately  4.000  nationals  of  coun- 
tries other  than  the  United  States. 


■ 
Total  hours  of  client  service  for  the  year 
were  14.706.000.  about  4.5^  above  the  previous 
year.  Fees  for  professional  services  for  the  year 
were  $386,341 .000.  exceeding  those  of  the 
previous  year  by  16.1%. 

Since  my  last  report  to  you.  our  service 
capabilities  have  been  expanded  with  new  office 
locations  in  five  additional  countries  of  the  world 

Ijan,  Beirut.  Istanbul.  Lisbon,  and  Teh 
and  four  other  new  offices  (Birmingham.  Eng- 
land, and  Grand  Rapids.  Orlando,  and  Salt  Lake 
City  in  the  United  Si 

The  Economic  Climate 

The  extreme  turbulence  in  the  economic  climate 
experienced  in  this  reporting  period  has  created 
many  difficult  business  problems  and  severely  im- 
pacted the  financial  position  and  operating  re- 
sults of  business  organizations  around  the  world. 
Recession  has  been  coupled  with  continued  infla- 
tion, capital  erosion,  and  capital  shortages.  The 
forces  of  recession  and  inflation  have  not  been 
confined  to  national  boundaries. 
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OUR  WORLDWIDE 
PERSONNEL 


OUR  WORLDWIDE 
OFFICES 


[   UNITED  STATES 


The  rapid  rise  in  the  price  of  crude  oil 
and  other  basic  commodities  has  had  a  significant 
impact  on  world  trade,  balance  of  payments,  and 
capital  markets.  There  have  been  sudden,  sharp, 
and  unpredictable  changes  in  currency  exchange 
rates.  Credit  crises  and  high  interest  rates  have  led 
to  liquidity  problems  for  many  companies;  busi- 
ness failures  and  near  failures  have  been  common 
occurrences;  and  major  changes  have  occurred  in 
the  market  values  of  corporate  securities. 

Numerous  accounting,  auditing,  tax, 
and  financial  reporting  problems  have  emerged 
from  this  turbulent  economic  environment  and 
have  confronted  our  organization  and  the  ac- 
counting profession  with  many  challenges.  Many 
of  our  actions  and  activities  during  the  past  year 
have  been  in  response  to  these  compelling  eco- 
nomic events. 
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Left  Newly  admitted 
partners  Klaus  H  Langer 
Stuttgart,  and 
Fergus  D  Ryan, 
Hong  Kong, 
conversing  at  the 
.Xiw  Partners' 
Orientation  Muling 
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Professional  training 

conducted  in  worldwide  locations 

Immediate  right.  Pans.  France. 

below  left.  Frankfurt.  Germany:  lower 

nghl  Sao  Paulo,  Bran! 


Public  Review  Board 

On  July  1.  1974.  a  very  significant  action  was 
taken  in  establishing  a  Public  Review  Board  for 
the  firm.  This  Board  was  appointed  to  review  our 
operations  on  a  complete  and  continuing  basis. 
This  includes  the  manner  in  which  we  are  man- 
aged and  financed,  the  scope  of  our  professional 
practice,  and  our  quality  control  measures. 

Over  the  past  year,  this  distinguished 
and  highly  qualified  group  has  undertaken  this 
independent  review  function,  and  we  are  most  ap- 
preciative of  their  dedication,  objectivity,  and 
thoroughness  in  performing  this  assignment. 
Their  first  report  is  included  in  its  entirety  as  a 
part  of  this  annual  report. 

The  Public  Review  Board  has  provided 
an  essential  ingredient  to  effective  self-regulation 
— an  independent  review  by  persons  outside  of 
our  organization.  We  intend  to  give  serious  con- 
sideration to  all  of  the  Board's  recommendations' 
and  to  continue  and  expand  this  voluntary  self- 
regulatory  practice  in  the  future. 


Professional  Development 

Continuing  emphasis  has  been  placed  on  the 
professional  development  of  our  people  through 
modification  and  updating  of  many  of  our  formal 
training  programs  and  increased  use  of  our  train- 
ing facility  in  St.  Charles.  Illinois 

In  the  fiscal  year  ended  August  31.  1975. 
there  were  77,000  student  days  of  training  con- 
ducted at  St.  Charles.  Of  this  total.  33.000  days 
applied  to  audit  topics.  25.000  to  administrative 
services  matters.  10,000  to  tax  subjects,  5,000  to 
specialized  industry  competence  programs,  and 
4,000  to  administrative  functions  and  other  types 
of  training.  These  training  activities  involved 
over  400  separate  training  sessions  attended  by 
more  than  12,000  of  our  personnel  and  instructed 
by  over  1,300  of  our  partners  and  managers. 

In  addition  to  the  training  at  St. 
Charles,  a  comparable  amount  of  time  was  spent 
in  our  organized  local  office  training  programs  de- 
signed to  meet  the  particular  training  needs  with- 
in individual  offices. 
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The  first  session  of  our  new  Partner 
Development  Program  held  this  past 

mer  Immediate  left  Professor 
Ezra  Solomon  (Dean  Witter  Professor 
of  Finance,  Graduate  School  of 
Business.  Stanford  University) 
conducting  a  classroom  session 

Far  left  Carl  Bohne.  Director- 
Training,  has  administrative 
responsibility  for  the  program 

Left  A  group  of  attending  partners, 
left  to  right  Jorg  Schortmann. 
Duesseldorf  F  K  Alfredson, 
Melbourne.  Barry  Adams, 
Johannesburg,  and 
Anthony  Thomas.  Sydney 

Lower  left  A  partner  group 
preparing  a  study  assignment,  left  tc 
right  Karl  \ewkirk.  Cleveland, 
Ivan  Faggen.  Miami,  and 
Charles  Winslow.  Columbus 


Lower  right  Shown  left  to  right, 
Professor  Sidney  Davidson 
(Graduate  School  of  Business. 
University  of  Chicago). 
Chairman  of  the  program  s  advisory 
group,  visiting  with  Professor 
Solomon.  John  March,  Senior 
Partner  who  planned  the  program, 
and  Professor  William  Beaver 
(Graduate  School  of  Business. 
Stanford  University),  an  instructor 
at  the  session 


Partner  Development 

The  future  success  of  our  firm  is  closely  linked  to 
the  professional  capabilities  of  its  partners.  Dur- 
ing the  past  year,  we  planned  and  implemented  a 
formal  program  designed  to  assist  the  partners  in 
increasing  their  knowledge  in  areas  largely 
peripheral  to  their  day-to-day  technical  work,  but 
directly  related  to  the  business  environment  in 
which  their  professional  services  are  performed. 
An  outstanding  academic  faculty  was  assembled 
for  this  program.  One  hundred  and  sixty-three 
partners  have  now  attended  one  of  the  five  two- 
week  sessions  held  this  past  summer.  Their  en- 
thusiastic endorsement  of  this  program  indicates 
that  the  program  objectives  were  met. 

Organizational  Changes 

As  we  continue  to  grow,  our  organizational  struc- 
ture must  keep  pace  with  the  changing  demands 
of  our  worldwide  practice.  To  maintain  high- 
quality  client  service  and  control  of  our  profes- 


sional practice,  to  increase  our  capabilities  to  re- 
solve the  many  rapidly  emerging  accounting  and 
business  problems,  and  to  assure  the  development 
of  the  people  needed  for  our  planned  expansion, 
some  major  changes  in  our  organizational  struc- 
ture have  recently  been  made. 

Our  worldwide  operations  are  now 
under  the  direction  of  four  Cochairmen  reporting 
directly  to  me.  To  maintain  a  balanced  world- 
wide perspective,  each  Cochairman  has  been 
delegated  complete  responsibility  for  executive 
coordination  of  offices  in  various  areas  of  the 
world,  thus  avoiding  any  sharp  distinctions 
between  continents.  Each  Cochairman  has  no 
more  than  eight  Country  Managing  Partners 
reporting  directly  to  him,  and  each  Country 
Managing  Partner  has  no  more  than  seven  offices 
for  which  he  is  responsible.  This  should  continue 
to  assure  all  clients  of  our  ability  to  maintain 
tight  control  over  our  operations  and  also  to 
provide  prompt  executive  decisions. 

From  a  functional  standpoint,  our  audit 
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practice  division  has  also  been  restructured  by 
greatly  expanding  our  Committee  on  Accounting 
and  Auditing  Standards  and  by  establishing  four 
additional  key  leadership  positions  in  support  of 
the  Vice  Chairman — Accounting  and  Audit  Prac- 
tice. The  restructuring  of  our  audit  division  was 
designed  to  expand,  consolidate,  and  integrate 
the  many  activities  and  responsibilities  to  facili- 
tate action  and  to  successfully  meet  the  chal- 
lenges anticipated  in  our  worldwide  accounting 
and  audit  practice  over  the  next  several  years. 

These  changes  present  expanded  and 
new  opportunities  for  leadership  in  our  worldwide 
organization.  The  partners  assigned  to  these 
leadership  responsibilities  are  identified  in  other 
parts  of  this  report.  This  new  organizational 
structure  should  be  responsive  to  our  needs  now 
and  during  the  next  decade  and  should  continue 
the  high  standards  of  performance  required  for 
our  future  development. 

Public  Expectations  from 
Independent  Accountants 

In  1974.  we  commissioned  Opinion  Research  Cor- 
poration to  conduct  a  completely  independent 
survey  in  the  United  States  aimed  at  obtaining  a 
full  and  objective  appraisal  of  where  the  account- 
ing profession  in  the  United  States  stands  today 
in  the  eyes  of  the  constituencies  it  serves,  as  well 
as  in  the  eyes  of  accountants  themselves.  We  ini- 
tiated this  survey  because  of  the  monetary  and 
political  crises  occurring  on  a  worldwide  basis. 
the  current  state  of  flux  which  business  and  finan- 
cial institutions  are  experiencing,  the  litigation 
cliihate  prevalent  in  the  accounting  profession, 
and  the  great  attention  being  focused  upon  the 
accountant's  role  in  controversies  involving  cor- 
porate financial  reporting.  These  problems  have 
been  accentuated  by  the  business  recession  and 
incidents  involving  management  fraud.  In  addi- 
tion, there  is  continuing  and  growing  concern, 
both  inside  and  outside  the  profession,  that  iner- 
tia and  procrastination  will  defeat  attempts  for 
meaningful  professional  reforms. 

Key  publics  surveyed,  in  addition  to 
individual  shareowners,  included  corporate 
executives,  university  professors  (primarily  ac- 
counting), institutional  investors  and  portfolio 
managers,  stockbrokers  and  investment  analysts, 
securities  lawyers.  U.S.  Federal  government 
officials,  business  editors  and  writers,  and  corpo- 
rate social  activists. 


The  results  of  this  survey  were  pub- 
lished in  December.  1974.  We  believe  this  survey 
and  report  will  be  helpful  in  assessing  the  magni- 
tude of  the  problems  we  face  as  a  profession. 

Financial  Reporting  in  the  Public  Sector 
Another  of  our  recent  research  projects  relates  to 
sound  financial  reporting  in  the  public  sector. 
Such  reporting  should  be  a  prerequisite  to  fiscal 
responsibility  on  the  part  of  national,  state,  and 
local  governments.  Our  initial  inquiry  into  this 
subject  was  limited  to  the  accounting  controls 
and  financial  reporting  of  the  United  States 
Federal  government.  Interesting  and  startling  in- 
formation has  evolved  from  this  inquiry. 

In  the  interest  of  developing  construc- 
tive public  discussion  on  the  need  for  sound  ac- 
counting controls  and  financial  reporting  in  all 
units  within  the  public  sector,  we  have  published 
certain  of  our  findings,  conclusions,  and  recom- 
mendations in  a  booklet  entitled  Sound  Finan- 
cial Reporting  in  the  Public  Sector.  During  the 
course  of  this  inquiry,  we  found  considerable  in- 
terest and  received  excellent  assistance  and 
cooperation  from  those  departments,  agencies, 
and  other  units  of  the  Federal  government  which 
we  visited. 


Professional  Progress 
in  a  Changing  Environment 

In  the  period  covered  by  this  report,  we  have  con- 
tinued to  state  our  position  on  many  critical  ac- 
counting and  tax  issues.  We  have  made  our  posi- 
tions known  through  briefs  and  position  papers 
submitted  to  appropriate  governmental  agencies 
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and  Congressional  committees,  the  Financial  Ac- 
counting Standards  Board  and  the  American  In- 
stitute of  Certified  Public  Accountants  in  the 
United  States,  and  to  governments  and  profes- 
sional organizations  in  other  countries.  Our  views 
have  also  been  covered  in  written  communica- 
tions to  our  worldwide  personnel  and  clients. 
These  have  included  position  statements  on  the 
involvement  of  independent  accountants  in  the 
interim  financial  reporting  process  and  in  public 
forecasts  of  corporate  earnings,  accounting  for 
market  declines  in  equity  securities,  deferring 
electric  utility  fuel  costs,  and  the  reporting  of 
goodwill  under  existing  economic  circumstances. 
While  we  recognize  that  our  position  may  at 
times  differ  from  that  of  some  of  our  clients,  our 
public  responsibility  for  developing  sound  ac- 
counting and  financial  reporting  requires  us  to 
speak  out  independently. 

The  backlog  of  unresolved  accounting 
and  reporting  issues  pending  in  the  accounting 
profession  continues  to  mount  and  is  clogged  in 
the  existing  professional  organization  channels 
through  which  such  matters  must  flow  for  deci- 
sion. Effective  ways  must  be  found  to  meet  the 
growing  need  for  prompt  identification,  assign- 
ment of  priorities,  and  final  resolution  of  the 
practice  problems  constantly  emerging  in  a  dy- 
namic environment.  A  better  means  must  also  be 
established  for  the  development  of  worldwide  ac- 
counting and  reporting  standards. 

Litigation 

In  recent  years,  all  professional  groups  have 
come  to  recognize  their  potential  involvement 
with  litigation.  As  accountants  and  auditors  for  a 
large  number  of  companies  and  individuals  in  our 
private  enterprise  system,  we  have  become 
involved  in  civil  litigation  matters.  Our  involve- 
ment continues  to  be  relatively  limited,  however, 
as  indicated  by  the  litigation  remaining  pending 
at  August  31,  1975,  involving  only  thirty-three 
present  or  former  clients.  Nevertheless,  in  fiscal 
1975,  we  found  it  necessary  to  incur  outside  legal 
expenses  of  approximately  $2,500,000  relating  to 
pending  or  threatened  litigation. 

During  the  past  fiscal  year,  litigation  in- 
volving thirteen  present  or  former  clients  was 
successfully  resolved,  six  were  the  result  of  court 
orders  favorable  to  us  or  our  client,  and  seven 
were  concluded  by  settlement  among  the  parties 
to  the  litigation.  We  contributed  approximately 


$330,000  to  these  settlements,  while  the  total  of 
all  contributions  by  the  parties  to  these  settle- 
ments was  about  $7,900,000.  In  reaching  these 
settlements,  we  have  been  able  to  assert  vigorously 
and  maintain  our  belief  that  there  is  no  basis  for 
recovery  against  us.  Our  contributions  to  these 
settlements  are  not  an  admission  of  liability  on 
our  part  or  a  failure  of  our  quality  control  system. 
Our  contributions  to  these  settlements 
have  been  small  in  relation  to  the  potential  costs 
and  risks  of  continuing  litigation.  All  but  one  of 
the  thirteen  litigation  matters  successfully  re- 
solved during  the  past  year  involved  alleged  class 
actions  in  which  the  total  of  the  claimed  losses  or 
damages,  while  not  fully  specified,  probably 
amounted  to  hundreds  of  millions  of  dollars.  In 
such  litigation,  we  or  any  other  financially  re- 
sponsible defendant  may  be  confident  of  the  abili- 
ty to  defend  successfully  against  the  allegations 
in  the  courts.  Nevertheless,  participation  on  a 
nominal  basis  in  a  settlement  may  cost  the  defen- 
dant less  than  the  anticipated  legal  fees  and  the 
effort  required  to  bring  the  matter  to  a  successful 
conclusion  in  a  court.  Moreover,  settlements 
which  exclude  a  particular  defendant  may  also 
raise  the  possibility  that  such  defendant  will  be 
subjected  to  continuing  costly  litigation  by  plain- 
tiffs represented  by  attorneys  retained  on  a  con- 
tingent fee  basis.  We  will  continue  our  policy  of 
committing  whatever  energies  and  resources  are 
needed  to  defend  ourselves  in  situations  where 
settlement  is  neither  appropriate  nor  acceptable 
for  us.  We  sincerely  hope  that  the  courts  or 
Congress  will  correct  the  abuses  that  have  de- 
veloped in  class  action  litigation  (particularly 
where  contingent  attorneys'  fees  are  involved). 


Regulatory  Agency  Investigations 
In  the  past  few-  years,  a  number  of  U.S.  Federal 
government  agencies  conducting  investigations 
of  companies  and  individuals  which  are  our 
clients  have  been  developing  the  practice  of  using 
their  subpoena  powers  to  compel  access  to  our 
files.  We  recognize  our  responsibility  to  cooperate 
with  governmental  agencies,  but  attempts  to 
rummage  through  our  confidential  client  files  on 
"fishing  expeditions"  searching  for  information 
concerning  merely  suspected  activities,  and  the 
continued  expansion  and  abuse  of  governmental 
agency  powers,  can  only  result  in  a  breakdown  of 
the   relationship   between    the   auditor   and    his 


215 


client.  In  the  final  analysis,  accounting,  audit, 
and  tax  services  to  clients  and  the  public  can  be 
rendered  only  if  the  auditor  maintains  the  client's 
confidence  and  trust. 

Social  and  Community  Activities 
Too  often  the  private  sector  is  unfairly  cate- 
gorized as  resisting  social  improvement.  This  gen- 
eralization is  unfortunate  and  detrimental  to 
cooperative  action  and  meaningful  progress. 
Many  individual  business  organizations  recog- 
nize these  needs  and  devote  a  portion  of  their 
efforts  and  resources  to  the  betterment  of  society: 
however,  priorities  must  be  established  to  achieve 
increased  productivity  through  the  elimination  of 
waste  and  inefficiency  in  order  to  obtain  max- 
imum cost/benefit  results  in  social  endeavors. 

In  a  partnership,  all  contributions  are 
attributed  to  the  individual  partners.  Our  policies 
call  for  contributing  approximately  4^  of  the 
partners'  annual  worldwide  cash  earnings  as  a 
minimum  level  of  cash  contributions  for  the 
financial  support  of  educational,  health  and  wel- 
fare, civic,  cultural,  and  other  charitable  activi- 
ties. Of  this  total  amount,  one-half  is  contributed 
directly  by  the  individual  partners,  and  the 
remainder  is  donated  on  behalf  of  the  partners  by 
the  local  offices  and  world  headquarters.  Under 
this  program,  a  total  of  approximately  S3. 700.000 
was  contributed  during  fiscal  1975.  of  which  ap- 
proximately S650.000  was  for  educational  pur- 
poses. $530,000  was  for  health  and  welfare  activi- 
ties. SI.  135.000  for  civic  purposes.  S265.000  for 
cultural  activities.  $955,000  to  the  Arthur  Ander- 
sen &  Co.  Foundation,  and  SI 70.000  for  other 
charitable  en'. 


•  Junior  Achievement 
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In  addition  to  cash  contributions,  most 
of  our  partners  and  managers  and  many  of  our 
professional  staff  and  office  support  personnel 
devote  a  portion  of  their  time  and  talents  to  a 
wide  variety  of  educational,  health  and  welfare, 
civic,  cultural,  and  other  charitable  organiza- 
tions. On  a  worldwide  basis,  payroll  and  other  ex- 
penses applicable  to  such  activities  totaled  ap- 
proximately $2,300,000  in  addition  to  the  cash 
contributions  previously  described.  During  its 
fiscal  year  ended  June  30.  1975.  the  Arthur 
Andersen  &  Co.  Foundation  made  contributions 
totaling  approximately  $610,000  to  various  col- 
leges and  universities  and  related  programs,  in- 
cluding S415.000  through  its  program  to  match 
contributions  of  our  personnel. 

Accounting  for  Inflation 

The  economic  environment  has  provided  many 
opportunities  for  our  client  service  teams  to  assist 
clients,  particularly  in  coping  with  inflation  mat- 
ters. We  have  developed  a  computer  program  to 
facilitate  the  preparation  of  price-level  adjusted 
financial  statements:  extensive  services  have  been 
provided  with  respect  to  the  LIFO  method  for 
valuing  inventories,  and  considerable  informa- 
tion   has    been    assembled    and    distributed    to 
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provide  a  better  understanding  of  the  impact  of 
inflation  and  possible  solutions  to  the  business 
problems  inherent  in  an  inflationary  economy,  a 
major  concern  in  many  countries  today. 

Accounting  for  inflation,  which  was  gen- 
erally considered  to  be  an  academic  issue  in  the 
1950s  and  1960s  when  we  were  urging  that  action 
be  taken  by  the  accounting  profession  and  the 
Securities  and  Exchange  Commission,  is  now  a 
very  critical  issue.  More  has  been  done  on  this 
subject  in  some  countries  than  others,  but  most 
government,  management,  and  other  decision 
makers  cannot  formulate  sound  policies  without 
making  appropriate  inflation  adjustments  to  cur- 
rently reported  income. 

During  the  next  year,  a  determination 
must  be  made  as  to  how  the  effects  of  inflation 
are  to  be  reported  in  financial  statements.  Dif- 
ferent approaches  to  this  problem  are  being 
taken  in  various  countries,  e.g.,  the  Brazilian 
method  of  indexing,  the  Sandilands  Committee's 
approach  to  current  cost  accounting  in  the 
United  Kingdom,  the  general  purchasing  power 
method  being  exposed  to  the  accounting  profes- 
sion for  comment  in  the  United  States,  Canada, 
and  Australia  and  previously  adopted  on  a 
provisional  basis  in  the  United  Kingdom.  To  be 
meaningful  on  a  worldwide  basis,  accounting  for 
inflation  must  be  done  by  applying  uniform 
principles  of  restatement. 

In  this  annual  report,  we  have  presented 
supplementary  price-level  restatements  of  our 
combined  worldwide  financial  statements  in  con- 
formity with  the  exposure  draft  on  "Financial 
Reporting  in  Units  of  General  Purchasing 
Power"  issued  December  31,  1974,  by  the  Finan- 
cial Accounting  Standards  Board  in  the  United 
States.  As  shown  by  the  restated  amounts,  our 
growth  in  fees  for  professional  services  and  in- 
creased earnings  were  considerably  lower  than 
the  historical  dollars  indicate,  and  our  partners' 
capital  has  been  and  continues  to  be  signifi- 
cantly eroded  by  inflation. 


The  results  of  the  purchasing  power  ad- 
justments on  our  financial  statements  are  illus- 
trative of  those  experienced  by  other  companies, 
with  many  experiencing  more  adverse  results 
because  of  larger  investments  in  plant  and 
equipment  than  those  required  in  a  professional 
service  organization. 

Supplementary  data  based  on  current 
general  purchasing  power  can  be  a  useful  interim 
step  in  evaluating  some  oi  the  effects  of  inflation 
as  long  as  accounting  is  done  on  a  historical  cost 
basis.  However,  the  complexities  of  this  purchas- 
ing power  concept  and  the  continual  restatement 
necessary  for  all  prior  periods  shown  demon- 
strate the  need  to  develop  a  more  meaningful 
and  more  readily  understandable  approach  to 
measure  the  impact  of  inflation.  The  book  pub- 
lished by  our  firm  in  1972,  Objectives  of  Financial 
Statements  for  Business  Enterprises,  presents  our 
view  of  a  much  better,  more  easily  understood, 
long-range  approach  that  reflects  values  and 
inflation  effects  in  a  more  useful  and  under- 
standable manner. 

Worldwide  Financial  Results 

Our  financial  position  at  year-end  continues  to 
reflect  an  adequate  capital  structure  and  working 
capital  position  to  meet  our  current  needs.  The 
operating  results  achieved  were  very  good,  con- 
sidering the  economic  conditions  that  have  been 
and  are  still  being  experienced  on  a  global  basis. 
Income,  after  considering  inflation,  personal  in- 
come taxes,  and  other  requirements  imposed  on 
individual  partners,  continued  at  satisfactory 
levels  to  attract  and  retain  the  competence  and 
skills  essential  to  our  worldwide  practice. 

Our  combined  financial  statements  for 
the  years  ended  August  31,  1975  and  1974, 
together  with  further  commentary  on  our  world- 
wide financial  results  and  supplementary  price- 
level  adjusted  data,  are  presented  in  the  financial 
section  of  this  report.  We  hope  this  information 
will  be  sufficient  for  those  having  an  interest  in 
our  financial  stability  to  adequately  evaluate  our 
financial  position. 

On  behalf  of  all  the  partners,  I  extend 
our  appreciation  to  each  person  in  our  organiza- 
tion for  an  outstanding  effort  during  the  past 
year  and  to  our  clients  for  their  continued  sup- 
port and  understanding 


October  8,  1975 
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Office  of  the 
Chairman  and 
Board  of  Directors 


Our  worldwide  organization  provides  for  strong 
central  management  to  establish  policy  and  long- 
range  programs  and  to  monitor  performance. 
This  leadership  responsibility  rests  with  the 
Chairman,  the  Board  of  Directors,  and  the  Office 
of  the  Chairman. 

Our  line  operations  are  directed  by  four 
Cochairmen  reporting  directly  to  the  Chairman. 
Each  Cochairman  is  a  member  of  the  Office  of  the 
Chairman  and  has  complete  executive  responsi- 
bility for  our  operating  performance  in  designat- 
ed areas  of  the  world.  Country  Managing  Part- 
ners supervise  assigned  groups  of  offices  within  a 
country  or  countries  and  report  to  a  Cochairman 
as  shown  on  the  following  two  pages. 

Our  worldwide  functional  leadership  has 
no  line  authority.  It  functions  in  a  staff  capacity. 
This  leadership  responsibility  is  assigned  to  a 
Vice  Chairman  for  each  of  our  three  professional 
practice  areas  and  a  Vice  Chairman  for  all  ad- 
ministrative functions.  These  four  functional 
Vice  Chairmen  report  directly  to  the  Chairman, 
are  members  of  the  Office  of  the  Chairman,  and 
are  responsible  for  the  technical  and  administra- 
tive support  of  our  line  operations. 

These  leadership  positions  are  assigned 
to  persons  demonstrating  highest  managerial 
abilities  and  excellence  of  performance  regardless 
of  race,  national  origin,  color,  sex,  or  creed. 


Members  of  the  Office  of  the 
Chairman,  left:  'G  E  Stanton, 
Vice  Chairman—  Administration 
and  Charles  R  Jewell, 
Firm  Secretary 


Members  of  the  Office  of 

the  Chairman,  left  to  right 

•  William  J  Mueller,  Vice 

Chairman— Administrative 

Services  Practice; 

'  Randal  B  McDonald, 

Vice  Chairman— Accounting 

and  Audit  Practice, 

'  Donald  M  Garnet,  Vice 

Chairman— Tax  Practice. 


Members  of  the  Office  of  the 

Chairman,  left 

John  L  Hennessy,  Senior  Partner, 

and  George  R  Catlett, 

Senior  Partner  and  Chairman. 


Above,  members  of  the  Board  of  Directors,  left  to  right.  Samuel  E  Hudgins. 

Atlanta;  James  W.  Norns,  Chicago.   Duane  R  Kullberg,  Chicago, 

Stephen  Elliott,  Toronto,  Robert  L  May.  New  York;  and  J  Andres  Ruiz.  Mexico  City 

Below,  members  of  the  Board  of  Directors,  left  to  right:  E  L   Wehner,  Houston, 

Thomas  A  Sampson.  Boston.    Fred  J  Bnnkman.  Cleveland, 

John  W  March,  Senior  Partner,  Chicago;   Wilbur  S.  Duncan,  New  York 
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Worldwide  Organization 
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FEES  ,r  V<t:0ns  o' Do 


Left  Barren  Crawford,  Director- 
Finance,  with  G  E  Stanton,  Vic 
Chairman— Administration 


TOTAL  PERSONNEL  m  Thous 


Worldwide 

Financial 

Review 

Combined  Financial  Statements 
In  our  1973  and  1974  Annual  Reports  we  in- 
cluded summaries  of  combined  financial  informa- 
tion on  the  Arthur  Andersen  Worldwide  Organi- 
zation. This  year  we  have  included  conventional 
financial  statements  and  accompanying  notes 
prepared  in  accordance  with  generally  accepted 
accounting  principles.  Summary  financial  data 
which  illustrate  some  of  the  effects  of  inflation 
are  shown  on  page  21. 

The  accompanying  combined  financial 
statements  have  not  been  audited  by  another 
firm  of  independent  public  accountants.  How- 
ever, in  addition  to  periodic  internal  audit 
procedures  under  the  supervision  of  the  Direc- 
tor— Finance,  these  financial  statements  were 
subjected  to  an  external-type  audit  by  a  team  of 
audit  partners,  managers  and  staffmembers  who 
were  not  associated  with  the  operations  subject  to 
their  examination.  The  scope  of  the  external- 
type  audit  was  reviewed  with  the  Audit  Commit- 
tee of  the  Public  Review  Board  and  was  compa- 
rable in  all  respects  to  the  scope  of  audit  we  fol- 
low in  auditing  client  financial  statements. 
Because  it  lacks  independence,  the  audit  team 
which  conducted  the  external-type  audit  is  not  in 
a  position  to  express  an  opinion  on  the  combined 
financial  statements. 

The  firm  changed  its  fiscal  year  from 
March  31  to  August  31  in  1974.  Accordingly,  all 
accompanying  financial  data  are  presented  on  an 
August  31  basis. 


Operating  Results 

Considering  the  business  recession  and  adverse 
economic  climate  in  many  countries  during  the 
past  year,  the  worldwide  operating  results  in 
fiscal  1975  were  very  good. 

Year  Ended  August  31     Pprrpn, 


1975 


■J~4 


Fees  lor  professional  services--  $386,341,000  $332,786,000 

Expenses — 

Employee  compensation 208.283.000  178.924.000 

Other 87.240.000  74.266.000 

Earnings  for  the  year 90.818.000  79.596.000 

Average  earnings   per   partner 

active  at  year-end  95.152  90.550 


The  percentage  of  worldwide  fees  con- 
tributed by  operations  outside  the  United  States 
continued  its  upward  trend.  During  fiscal  1975  it 
was  24.8%;  this  compares  with  22.7%  in  1974, 
20.5%  in  1973  and  18.3%  in  1972. 

Approximately  30%  of  the  S53.6  million 
increase  in  worldwide  fees  in  fiscal  1975  was  due 
to  a  4.5%  growth  in  hours  of  client  service  (2.8% 
in  the  United  States  and  9.0%  in  all  other  coun- 
tries). The  remainder  of  this  increase  was  due  to 
higher  average  hourly  billing  rates  (approxi- 
mately 85%  in  the  United  States  and  14.7%  in  all 
other  countries).  Billing  rate  increases  were 
necessary  to  cover  increased  employee  compen- 
sation levels  and  other  expenses.  Due  to  infla- 
tion, employee  compensation  in  some  countries 
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William  lngersoll.  Firm  Treasurer,  icttn  George  Bunat, 
Director — Ft-—'  Taxes  and  Betty  Brans  receptionist 


SOURCE  OF  1975 
WORLDWIDE  FEES 
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DISPOSITION  OF  1975 
WORLDWIDE  FEES 

was  adjusted  more  frequently  than  once  a  year. 
In  several  countries,  such  adjustments  were 
required  to  be  based  upon  changes  in  a  govern- 
ment price  index. 

During  1975.  we  incurred  costs  ag- 
gregating s29.571.000  (including  8655.000  of  in- 
terest expense  and  SI 0.855.000  of  other  nonpay- 
roll  expenses)  in  direct  training  of  our  profes- 
sional personnel.  This  amounts  to  approximately 
8%  of  fees.  Research  and  quality  control  costs  in- 
curred in  1975  were  81 1.520.000  (including 
84,626,000  of  nonpayroll  expenses;,  or  3%  of  fees. 

The  participants  in  worldwide  earnings 
in  fiscal  1975  included  844  partners,  participating 
principals.  non-United  States  principals  and  over- 
seas representatives  active  as  of  August  31.  1975. 
and  132  resigned  and  retired  partners  and  estates 
of  deceased  partners.  As  indicated  in  the  Com- 
bined Statement  of  Earnings,  the  compensation 
of  partners  for  their  services  is  not  shown  as  an 
operating  expense.  Therefore,  earnings  for  the 
year  are  not  profit  to  the  partners.  Rather,  they 
represent  the  amount  available  to  cover  partners' 
current  compensation,  resignation,  retirement 
and  death  payments  and  return  on  capital  at  risk. 
Furthermore,  each  partner  must  personally  pay 


Left.  Philip  Keirn. 
Director — Systems  and 
Computer  Operations —  V  S . 
with  Frank  Monharl 
Firm  Controller 


for  retirement  and  fringe  benefits.  After  provid- 
ing for  such  items,  partner  earnings  must  be  at  a 
level  to  attract  and  retain  partners  with  the 
professional  competence  essential  to  the  firm. 

Financial  Position 

As  shown  below,  with  over  8100  million  of  part- 
ners' capital  and  with  long-term  debt  represent- 
ing only  20^  of  total  capitalization  as  of  August 
31.  1975.  the  firm's  capital  structure  continues  to 
be  sound: 

"-^-s-;- 

•,9'5  •'?--              Increase 

Working  capita) $88,864,000  $87,534,000  $1,330,000 

Net  property  and  equpmem        36.722,000  32.063.000  4.659.000 

$125,586,000  $119,597,000  $5,989,000 

Less— Long-term  oebt 24.973.000  26.475.000  (1.502.000) 

Partners'  capital $100,613,000  $  93.122.000  $7,491,000 


Net  additions  to  property  and  equip- 
ment were  810.049.000  in  1975  and  88.483,000 
in  1974.  Offices  which  made  major  moves  or  ad- 
ditions to  their  office  space  during  fiscal  1975 
included  Chicago,  Hartford.  Houston.  London 
and  Paris. 

The  average  paid-in  and  pro  forma  capi- 
tal per  partner  acti%-e  as  of  August  31.  1975. 
was  896.000. 
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Arthur  Andersen  Worldwide  Organization 
Combined  Statement  of  Financial  Position  (Note  1) 
August  31, 1975  and  1974  (not  audited  by  independent  accountants) 


1975  1974 

(in  thousands) 


ASSETS 

Current  Assets: 

Cash $  20,631  $  18,377 

Receivables  from  clients,  less  allowances  of  $4,930  in  1975 

and  $4, 154  in  1974  for  uncollectible  accounts 52,157           51,104 

Unbilled  services  at  estimated  billable  amounts 45,605           45,765 

Other  current  assets 6,022             4,975 

Total  current  assets $124,415  $120,221 

Property  and  Equipment,  at  cost  (Notes  1  and  7): 
Center  for  Professional  Development — 

Land,  buildings  and  equipment $  11,373  $  11,062 

Less — Accumulated  depreciation 2,180             1,416 

$     9,193  $     9,646 
Offices — 

Land  and  buildings $     4,313  $     4,304 

Leasehold  improvements 15,889           12,821 

Furniture  and  equipment 24,376           21,056 

$  44,578  $  38,181 

Less — Accumulated  depreciation  and  amortization 17,049           15,764 

$  27,529  $  22,417 

Net  property  and  equipment $  36,722  $  32,063 

$161,137  $152,284 

LIABILITIES  AND  PARTNERS'  CAPITAL 
Current  Liabilities: 

Notes  payable  to  banks  (Note  2) $     1,269  $       756 

Current  portion  of  long-term  debt 1,538             1,463 

Accounts  payable 5,403             6,618 

Accrued  payroll,  withholdings  and  fringe  benefits 20,699           18,738 

Accrued  taxes  (Note  1) 3,258             2,559 

Other  accrued  liabilities  (Note  8) 3,384             2,553 

Total  current  liabilities $  35,551  $  32,687 

Long-term  Debt  (Note  2) $  24,973  $  26,475 

Partners'  Capital  (Notes  1,  3  and  8): 

Paid-in  capital $  42,197  $  42,965 

Pro  forma  capital 54,535           54,145 

Undistributed  cash  earnings 3,881             (3,988) 

Total  partners'  capital $100,613  $  93,122 

$161,137  $152,284 


The  accompanying  notes  are  an  integral  part  of  this  statement. 
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Arthur  Andersen  Worldwide  Organization 
Combined  Statement  of  Earnings  (Note  1) 
for  the  Years  Ended  August  31,1 975  and  1 974  (not  audited  by  independent  accountants) 

1975  1974 

(in  thousands) 
Fees  for  Professional  Services $386,341        $332,786 


Expenses  (not  including  partner  compensation): 
Employee  compensation  and  fringe  benefits — 

Managers $  58,367  $  48.854 

Professional  staff 121,506  105,839 

Office  support  group 28,410  24,231 

$208,283  $178,924 

Other  expenses — 

Occupancy  (including  depreciation  and  amortization) $  22,300  $   18,964 

Training  (including  depreciation  on  Center  for  Professional  Development) 10,855  8,909 

Research  and  quality  control 4,626  3,322 

Personnel  transfers  and  expatriate  allowances 5.926  4,883 

Professional  indemnity  insurance  and  litigation 4,992  4,600 

Practice  development 4,042  3,321 

Provision  for  uncollectible  accounts 3,925  3, 102 

Professional  and  office  supplies 3.861  3.213 

Contributions  to  nonprofit  organizations  and  civic  activities 2,671  2,472 

Telephone,  telex  and  postage,  net 2,126  2,127 

Recruiting  professional  personnel 1,510  1,698 

Professional  society  activities  and  dues 1,525  1,445 

Management  and  annual  partners'  meetings 1.106  1,830 

Foreign  currency  translation  and  exchange  losses,  net  (Note  1) 1 ,089  366 

Interest,  net 1,708  1,723 

Entity  income  and  business  taxes  (Note  1) 3,568  1,749 

Other 11,410  10,542 

$  87,240  $  74,266 

Total  expenses $295,523  $253,190 

Earnings  for  the  Year  (Note  1) $  90,818  $  79,596 

Allocation  of  Earnings  (Notes  3  and  5): 
To  active  partners — 

Resigned,  retired  and  deceased  partners  to  date  of  resignation,  retirementordeath  $     4,785  $     2,255 

Partners  active  at  year-end 80,308  73,708 

To  resigned  and  retired  partners  and  estates  of  deceased  partners — 

Retirement  and  supplementary  payments 4,726  3, 178 

Not  allocated  to  partners — retained  for  specific  partnership  purposes 999  455 

$  90,818  $  79,596 


Number  of  partners  active  at  year-end  (weighted  in  1974  for  change  of  fiscal  year) _        844  814 

Average  earnings  per  partner  active  at  year-end $  95,152       $  90,550 

The  accompanying  notes  are  an  integral  part  of  this  statement. 
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Arthur  Andersen  Worldwide  Organization 

Combined  Statement  of  Source  and  Disposition  of  Working  Capital  (Note  1 ) 
for  the  Years  Ended  August  31,1 975  and  1 974  (not  audited  by  independent  accountants) 

1975  1974 

(in  thousands) 
Source  of  Working  Capital: 

Earnings  for  the  year $90,818  $79,596 

Depreciation  and  amortization — not  requiring  an  outlay  of  working  capital 5,390  4,639 

$96,208  $84,235 

Capital  paid  in  by  partners  (Note  3) 2,326  4,941 

Additional  long-term  debt —  2,000 

Net  proceeds  from  sale  of  office  building —  196 

Total $98,534  $91,372 

Disposition  of  Working  Capital: 

Distribution  of  cash  earnings $82,559  $78,049 

Repayment  of  paid-in  capital  to  resigned  and  retired 

partners  and  estates  of  deceased  partners 3,094  893 

Net  additions  to  property  and  equipment — 

Center  for  Professional  Development 31 1  2,344 

Offices 9,738  6,139 

Reduction  of  long-term  debt 1,502  1,817 

Total $97,204  $89,242 

Increase  In  Working  Capital  (Note  6) $  1,330  $  2, 130 

Working  Capital— Beginning  of  Year 87,534  85,404 

Working  Capital— End  of  Year $88,864  $87,534 

Combined  Statement  of  Changes  in  Partners*  Capital  (Note  1) 
for  the  Years  Ended  August  31,1 975  and  1 974  (not  audited  by  independent  accountants) 

1975  1974 

(in  thousands) 
Paid-in  Capital  (Note  3): 

Balance,  beginning  of  year $42,965  $38,917 

Capital  paid  in  by  partners 2,326  4,941 

Repayment  of  paid-in  capital  to  resigned  and  retired 

partners  and  estates  of  deceased  partners (3,094)  (893) 

Balance,  end  of  year $42,197  $42,965 

Pro  Forma  Capital  (Note  3): 

Balance,  beginning  of  year $54,145  $45,904 

Cash  earnings  for  the  year $90,428  $71,355 

Memorandum  adjustments  to  reflect  accrual  basis  of  accounting,  net  (Note  1) 390  8,241 

Earnings  for  the  year $90,818  $79,596 

Cash  earnings  for  the  year  transferred  to  undistributed  cash  earnings (90,428)  (71,355) 

Balance,  end  of  year $54,535  $54,145 

Undistributed  Cash  Earnings  (Note  3): 

Balance,  beginning  of  year $  (3,988)  $  2,706 

Cash  earnings  for  the  year 90,428  71,355 

Distribution  of  cash  earnings (82,559)  (78,049) 

Balance,  end  of  year $  3,881  $  (3,988) 

The  accompanying  notes  are  an  integral  part  of  these  statements. 
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Arthur  Andersen  Worldwide  Organization 
Notes  to  Combined  Financial  Statements 
August  31,1975  and  1 974  (not  audited  by  independent  accountants) 

(1)  Summary  of  Significant  Accounting  Policies: 
Basis  for  Presentation  of  Financial  Statements— 


The  accompanying  financial  statements  include  the  com- 
bined accounts  of  the  worldwide  organization  of  Arthur 
Andersen  (the  firm)  which  includes  Arthur  Andersen  &  Co  (an 
Illinois  partnership),  separate  legal  entities  with  the  Arthur 
Andersen  name  and  organizations  with  which  Arthur  Ander- 
sen &  Co.  has  exclusive  representation  agreements,  all  of 
which  are  authorized  under  the  laws  of  the  countries  in  which 
such  operations  are  located  Within  this  worldwide  organiza- 
tion there  are  partners,  participating  principals.  non-United 
States  principals,  and  overseas  representatives  (collectively 
referred  to  herein  as  "partners"). 

Except  as  required  by  the  laws  of  certain  countries,  the 
Illinois  partnership  and  related  worldwide  organization  entities 
maintain  books  and  records  and  file  income  tax  returns  on  the 
cash  basis  of  accounting  Distributions  to  partners  are  deter- 
mined on  the  cash  basis  of  accounting  The  accompanying 
combined  financial  statements  have  been  prepared  in  accord- 
ance with  generally  accepted  accounting  principles  on  the  ac- 
crual basis  of  accounting  by  combining  cash  basis  accounting 
records  with  memorandum  adjustments  to  include  receivables 
for  billed  and  unbilled  services,  accounts  payable,  accrued 
liabilities,  etc. 
Translation  of  Foreign  Currencies— 

Assets  and  liabilities  of  all  non-U  S.  entities,  except  for 
property  and  related  depreciation  accounts,  have  been  trans- 
lated into  U.S.  dollars  at  rates  of  exchange  in  effect  at  year- 
end.  Property  and  depreciation  accounts  have  been  translated 
at  rates  of  exchange  m  effect  at  acquisition  dates.  Fees  and 
expenses,  other  than  depreciation,  are  translated  at  average 
exchange  rates  in  effect  during  the  year  Gains  and  losses  (a 
net  loss  of  $1,090,000  in  1975  and  $182,000  in  1974)  on  the 
translation  of  foreign  currencies  to  US  dollars  are  recorded 
currently  in  earnings. 
Revenue  Recognition— 

Fees  for  professional  services  in  the  accompanying  financial 
statements  are  recognized  at  the  time  such  services  are  ren- 
dered, at  estimated  billable  amounts 

Training,  Research  and  Quality  Control— 

All  training,  research  and  quality  control  costs  are  charged 
to  expense  as  incurred. 

Properly  and  Depreciation— 

Generally,  depreciation  on  property  and  equipment  and 
amortization  of  leasehold  improvements  are  computed  by  use 
of  the  following  methods  and  lives: 

Method  Life  m  Years 

Land  improvements  Declining  balance 

Buildings  Straight  line 


Furniture  and  equipment    Double  declining 

balance 
Leasehold  Straight  line 

improvements 


10 

19  to  37 

6to12 


Maintenance  and  repairs  are  charged  to  expense  as  incurred 
and  major  replacements  and  improvements  are  capitalized 
The  cost  and  accumulated  depreciation  of  items  sold,  retired, 
or  fully  depreciated  are  removed  from  the  property  accounts 
and  any  resultant  gain  or  loss  is  recorded  currently  in  earnings 
Income  Taxes— 


Since  partnerships  in  most  countries  are  not  taxable  as  en- 
tities, substantially  all  taxes  on  earnings  are  paid  by  the 
partners  on  the  basis  of  their  individual  income  tax  returns 
The  accompanying  combined  statement  of  earnings  includes 
provisions  of  $2,800,000  in  1975  and  $1,300,000  in  1974  for 
income  taxes  of  certain  non-U. S  entities  which  are  taxed  as 
entities.  Earnings  of  certain  such  non-U. S  entities  are  required 
to  be  reported  on  a  basis  different  for  tax  purposes  than  for 
accounting  purposes.  Deferred  non-U. S  entity  income  taxes 
(not  material  in  amount)  have  been  provided  to  reflect  the  tax 
effect  of  such  timing  differences. 

Earnings  for  the  Year— 

Earnings  for  the  year  are  not  comparable  to  the  net  income 
of  a  corporation  and  are  not  profit  to  the  partners.  Rather,  they 
represent  the  amount  available  to  cover  partners'  current 
compensation,  resignation,  retirement  and  death  payments 
and  return  on  capital  at  risk.  Each  partner  must  personally  pay 
for  retirement  and  fringe  benefits. 

Change  of  Fiscal  Year— 

The  firm  changed  its  fiscal  year  from  March  31  to  August  31 
in  1974.  Accordingly,  all  accompanying  financial  data  are  pre- 
sented on  an  August  31  basis.  Certain  reclassifications  have 
been  made  in  1974  to  conform  previously  reported  data  to  the 
1975  format. 

(2)  Financing  Arrangements: 

Long-term  debt  as  of  August  31,  1975  and  1974,  consisted 
of  the  following  (in  thousands): 


Notes  payable  to  a  nonclient  insurance 

company — 

Unsecured  note,  payable  $1,326,000 
semiannually  to  1985.  including 
interest  at  7'/4% $18,525 

Unsecured  note,  payable  $141,000 
semiannually  to  1986.  including 
interest  at  9V2% 1.905 

Mortgage  note,  payable  $110,000 
semiannually  to  1985  and 
$1,436,000  semiannually  in  1986, 
including  interest  at  7V«%  (collater- 
alized  by  office  building  in   Los 

Angeles) 2.993 

Purchase     mortgage     note,     payable 

$406,000  annually  to  1990.  including 

interest  at  10%  (collateralized  by  Cen- 
ter   for    Professional   Development)  3,088 


Less — Current  portion 


$26,511 
1.538 


$27,938 
1.463 


Long-term  debt $24,973     $26,475 
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Arthur  Andersen  Worldwide  Organization 
Notes  to  Combined  Financial  Statements 
August  31, 1975  and  1974  (not  audited  by  independent  accountants) 


The  terms  of  the  unsecured  long-term  note  agreements 
provide,  among  other  things,  that  the  firm  will  not  make  any 
distributions  of  earnings  to  any  of  its  partners  or  undertake 
certain  other  restricted  transactions  unless  prior  to  and  im- 
mediately after  such  distribution  or  transaction,  net  current 
assets  will  not  be  less  than  two  times  funded  debt  (as  defined) 
and  net  assets  will  not  be  less  than  one  and  one-quarter  times 
funded  debt.  As  of  August  31,  1975,  both  net  current  assets 
and  net  assets  were  in  excess  of  three  and  one-quarter  times 
funded  debt.  The  terms  of  these  agreements  also  provide  that 
the  firm  may  request  additional  unsecured  borrowings  of  $2 
million  in  1976  and  1978,  and  in  1980  not  less  than  $4  million 
(either  In  a  lump  sum  or  in  Installments  between  1980  and 
1985)  at  V2%  over  the  prime  Interest  rate.  If  such  requests  are 
not  granted,  the  firm  may  obtain  such  funds  from  other  lenders 
in  1976  and  1978  and  may  prepay  the  entire  loan  balance 
without  penalty  and  negotiate  with  other  lenders  in  1980. 

The  maturities  of  long-term  debt  through  1980  are  as  fol- 
lows (in  thousands): 

1976 $1,538 

1977 1,656 

1978 1,784 

1979 1,921 

1980 2,070 

A  $15  million  line  of  credit  at  the  prime  interest  rate  has 
been  arranged  with  a  nonclient  bank  to  cover  temporary  un- 
foreseen conditions  and  to  allow  time  to  effect  a  proper  rear- 
rangement of  the  firm's  capital  structure.  This  line  requires  the 
firm  to  maintain  an  average  deposit  balance  of  10%  of  the  line 
or  20%  of  the  outstanding  loan,  whichever  is  greater.  No 
amounts  were  borrowed  under  this  line  of  credit  during  1975 
or  1974. 

The  firm  also  has  lines  of  credit  of  approximately  $4  million 
(principally  overdraft  arrangements)  with  several  nonclient 
banks  for  use  in  countries  outside  the  United  States,  primarily 
to  cover  local  peak  working  capital  requirements  and  to  hedge 
against  currency  exchange  rate  fluctuations.  Borrowings 
under  these  lines  of  credit  averaged  $1,352,000  in  1975  and 
$921,000  in  1974  at  average  interest  rates  of  12.3%  and 
12.7%.  Maximum  borrowings  under  these  lines  were 
$1,878,000  in  1975and$1,251.000in  1974. 


(3)  Partners' Capital: 

No  partner  has  in  excess  of  V:  of  1%  of  partners'  capital  or 
participation  in  earnings  for  the  year. 

Partners'  capital  as  of  August  31,1 975  and  1 974,  consisted 
of  the  following  (in  thousands): 

1975  1974 

Paid-in  Capital— 

Paid-in  capital $42,197     $42,965 


Partners  were  admitted  to  the  firm  on  April  1,  1974,  prior  to 
the  change  of  fiscal  year,  and  again  on  September  1 ,  1 975. 

Paid-in  capital  as  of  August  31,  1975,  includes  $2,326,000 
paid  in  by  new  partners  admitted  to  the  firm  on  September  1, 
1975,  and  by  existing  partners  for  additional  units  of  participa- 
tion effective  September  1,  1975.  Additional  paid-in  capital  of 
$2,708,000,  receivable  from  partners  as  of  September  1, 
1975,  was  not  recorded  as  of  August  31,  1975.  Paid-in  capital 
is  repayable  within  sixty  days  following  a  partner's  resignation, 
retirement  or  death.  No  amounts  are  paid  in  or  returned  to 
partners  for  goodwill  or  appreciation  of  assets;  thus,  partners 
do  not  realize  any  appreciation  on  their  paid-in  capital. 


Pro  Forma  Capital— 


1975 


1974 


Allocated  to  partners $43,396    $44,005 

Not  allocated  to  partners — retained 
for  specific  partnership  purposes 
(partner  retirement  and  supplemen- 
tary payments  [Note  5]  and  unin- 
sured risks  [Note  8]) 11,139       10,140 


$54,535     $54,145 

Pro  forma  capital  allocated  to  partners  is  equal  to  their 
share  of  uncollected  receivables  from  clients  and  unbilled  ser- 
vices, less  accounts  payable,  accrued  liabilities,  etc,  not  al- 
located for  specific  partnership  purposes.  Pro  forma  capital  is 
payable  at  various  dates  after  a  partner's  resignation,  retire- 
ment, or  death. 


Undistributed  Cash  Earnings— 

Cash  distributions  to  partners  in 
excess  of  cash  earnings  for  the 
five  months  ended  August  31, 
1974  (date  of  change  in  fiscal 
year;  repaid  in  December,  1974) . 

Fiscal  1975  undistributed  cash 
earnings  paid  in  October,  1975 ... 


1975 


1974 


$(3,988) 


$3,881     $(3,988) 


(4)  Employee  Profit-Sharing  and  Pension  Plans: 

The  firm  has  a  trusteed  profit-sharing  plan  for  substantially 
all  employees  in  the  United  States  and  Puerto  Rico.  The  min- 
imum annual  contribution  to  the  profit-sharing  trust  is  based 
on  the  firm's  earnings  as  defined  in  the  plan.  The  provision  for 
profit-sharing  was  $2,820,000  in  1975  and  $2,469,000  in 
1974.  The  payment  to  the  profit-sharing  trust  in  1975  was 
$3,263,000  which  was  5%  of  members'  compensation,  the 
maximum  amount  contributable  under  the  terms  of  the  plan. 

The  firm  also  has  a  noncontributory  pension  plan  for  em- 
ployees in  the  United  States  and  Puerto  Rico.  The  provision  for 
pension  expense  was  $749,000  in  1975  and  $559,000  in 
1974,  which  includes  the  amortization  of  unfunded  past- 
service  costs  over  ten  years.  As  of  April  1,  1975  (date  of  latest 
actuarial  valuation),  the  unfunded  past-service  liability  was 
$1,675,000  including  $965,000  of  actuarially  computed  vest- 
ed benefits  in  excess  of  pension  fund  assets. 
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The  United  States  Employee  Retirement  Income  Security 
Act  of  1974  requires  the  firm  to  amend  the  above  plans  to 
conform  with  certain  provisions  of  the  Act  which  will  become 
effective  in  1976.  Management  believes  that  the  effect  of 
these  changes  on  annual  profit-sharing  and  pension  costs,  the 
funding  of  such  costs  for  1976  and  subsequent  years  and  un- 
funded vested  benefits  will  not  be  significant. 

The  firm  also  has  profit-sharing,  pension  or  similar  govern- 
ment-sponsored plans  for  employees  in  other  countries.  It  is 
the  firm's  policy  to  fund  profit-sharing  and  pension  costs. 


(5)  Partner  Resignation,  Retirement, 
and  Death  Payments: 

The  partners  have  agreed  that  all  eligible  partners  will  par- 
ticipate in  the  United  States  Partners'  and  Participating  Prin- 
cipals' Profit  Sharing  Plan  (Keogh  Plan)  or  equivalent  plans 
outside  the  United  States  Annual  contributions  of  individual 
partner  earnings  are  required  to  be  made  to  a  trust  under  the 
Keogh  Plan  or  to  equivalent  plans  in  the  amount  of  5%  of  the 
participant's  cash  earnings  or  $5,000.  whichever  is  less.  Funds 
in  such  plans  are  administered  by  a  committee  of  partners  and 
benefits  are  paid  from  the  trusts. 

In  addition,  partners  participate  in  the  earnings  of  the  firm 
after  resignation,  retirement,  or  death.  Retirement  payments 
are  made  to  retired  partners  and  the  estates  of  deceased 
partners.  Such  payments  were  made  at  the  rate  of  $10,800 
annually  in  1975  and  $9,975  in  1974,  commencing  at  manda- 
tory retirement  age  (changed  from  age  65  to  62  effective  July 
1 ,  1 974)  in  monthly  installments  for  life  or  for  ten  years  certain 
in  case  of  death.  Such  payments  may  begin  at  an  earlier  age  at 
reduced  amounts.  The  amounts  payable  are  adjusted  annually 
based  upon  a  price  index.  Such  payments  aggregated 
$868,000  in  1975  and  $325,000  in  1974  to  retired  partners,  to 
estates  of  deceased  partners,  and  to  resigned  partners  who 
resigned  after  age  50  with  20  years  of  service.  In  general,  such 
resigned  partners  receive  discounted  lump-sum  settlements  at 
the  time  of  resignation.  An  actuarial  determination  of  amounts 
payable  to  partners  as  of  August  31,  1975  (in  process  of 
amortization  over  30  years)  was  approximately  $17,000,000, 
of  which  approximately  $6,500,000  was  applicable  to 
partners  already  retired  These  retirement  payments  can  be 
rescinded  or  revoked  at  any  time  by  a  two-thirds  vote  of  the 
partners. 

For  partners  as  of  July  1,  1974  (the  effective  date  of  adopt- 
ing the  mandatory  Keogh-type  plans),  certain  supplementary 
amounts  are  payable  upon  resignation  or  retirement  and  to 
estates  of  deceased  partners  based  upon  years  as  a  partner 
and  an  age/discount  formula  to  July  1,  1974.  No  amounts  are 
payable  to  partners  admitted  after  July  1,  1974.  Unpaid 
amounts  are  increased  by  interest  at  5%  per  annum.  As  of 
August  31,  1975,  the  aggregate  amount  payable  was 
$41,790,000,  including  interest  to  that  date,  and  is  being  al- 
located from  annual  earnings  over  a  ten-year  period  ending  in 
1984.  Payments  of  such  amounts  were  $4,332,000  in  1975 
and  $529,000  in  1974,  including  $1,181,000  in  1975  and 
$33 1 ,000  in  1 974  to  the  Keogh-type  plans  on  behalf  of  certain 
active  partners. 

Payments  and  allocations  of  earnings  for  partner  retirement 
and  supplementary  payments  aggregated  $6,700,000  in  1975 
($4,520,000  to  resigned  and  retired  partners  and  estates  of 


deceased  partners,  $1,181,000  to  certain  active  partners  for 
Keogh  or  equivalent  plan  contributions,  and  $999,000  allo- 
cated to  pro  forma  capital  for  future  retirement  and  sup- 
plementary payments). 

(6)  Changes  in  Working  Capital: 

Combined  Statement  of  Financial  Position  increases  (de- 
creases) which  increased  working  capital  to  $88,864,000  and 
$87,534,000  as  of  August  31,  1975  and  1974,  were  as  follows 
(in  thousands): 

1975  1974 
Current  assets — 

Cash $2,254  $(4,829) 

Receivablesfromclients.net 1,053  11.542 

Unbilled  services (160)  (4,004) 

Other  current  assets 1,047  (1,016) 

$4,194  $   1,693 
Current  liabilities — 
Notes  payable  to  banks  and  current 

portion  of  long-term  debt $    588  $      627 

Accounts  payable (1.215)  (30) 

Accrued     payroll,     withholdings    and 

fringe  benefits 1,961  232 

Other 1,530  (1,266) 

$2,864     $     (437) 
Increase  in  working  capital $1,330     $2,130 

(7)  Lease  Commitments: 

The  firm  has  various  lease  agreements,  principally  for  office 
space.  Rental  expense  was  $16,532,000  in  1975  and 
$13,655,000  in  1974.  In  most  cases,  such  payments  include 
insurance,  normal  maintenance,  etc.  As  of  August  31,  1975, 
commitments  under  these  leases,  excluding  expense  escala- 
tion provisions,  aggregated  $148,552,000  which  is  payable  as 
follows  (in  thousands): 

1976  $   16.015 

1977  15.341 

1978  14,130 

1979  12,994 

1980 12.115 

1981-1985  46,917 

1986-1990  19,546 

1991-1995  9,611 

1996-2020  1,883 

$148,552 


The  present  value  of  these  payments  at  8'/2%  is  approximately 
$90  million. 

(8)  Litigation: 

The  firm  has  been  named  a  defendant  in  a  number  of  law- 
suits and  certain  claims  are  pending.  Based  upon  the  opinions 
of  legal  counsel  and  other  relevant  data,  estimated  liabilities 
for  uninsured  risks  with  respect  to  such  lawsuits  and  claims 
were  accrued  as  of  August  31,  1975  and  1974,and  are  includ- 
ed in  other  accrued  liabilities. 

In  order  to  provide  equity  among  partners  for  lawsuits  which 
may  be  filed  in  the  future  with  respect  to  professional  services 
rendered  in  the  past,  the  partners  have  allocated  a  portion  of 
pro  forma  capital  to  cover  uninsured  risks. 
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Impact  of  Inflation 

Inflation  in  the  United  States,  as  measured  by  the 
Gross  National  Product  Implicit  Price  Deflator, 
was  8.1%  in  our  fiscal  year  ended  August  31,  1975, 
and  10.8%  in  fiscal  1974. 

The  summary  financial  data  on  the  next 
page  present  a  restatement  of  the  firm's  combined 
historical-dollar  financial  statements  for  1975  and 
1974  in  terms  of  U.S.  dollars  with  August  31, 
1975,  purchasing  power,  generally  in  accordance 
with  the  United  States  exposure  draft  entitled 
"Financial  Reporting  in  Units  of  General  Pur- 
chasing Power"  issued  on  December  31,  1974,  by 
the  Financial  Accounting  Standards  Board. 

The  restated  amounts  on  a  purchasing 
power  basis  in  the  first  two  columns  are  not  com- 
parable to  the  historical  amounts  in  the  last  two 
columns,  and,  therefore,  the  differences  between 
the  restated  and  historical  amounts  can  be  mis- 
leading if  not  carefully  interpreted.  However, 
these  four  columns  are  shown  together  because  of 
the  interest  that  many  people  have  in  trying  to 
understand  the  differences  between  the  two  ap- 
proaches and  because  the  historical  basis  is  a 
familiar  reference  point. 

The  significance  of  restatement  for  infla- 
tion can  be  seen  by  comparing  the  percentage  in- 
creases and  decreases  from  1974  to  1975  in  fees 
for  professional  services,  earnings  for  the  year, 
average  earnings  per  partner  active  at  year-end, 
and  partners'  capital: 

Increase (Decrease)  in 
Fiscal  1975  Compared  with  1974 


Price-Level 
Accounting 

Historical-Dollar 
Accounting 

Chargeable  hours  of  service 
to  clients 

4.5% 

4.5% 

Fees  lor  professional  services 
Earnings  for  the  year 
Average  earnings  per  partner 
active  at  year-end 

5  0% 
53 

(3.0 ) 

16.1% 
14  1 

5  1 

Partners'  capital 

10% 

8.1% 

The  major  portion  of  partners'  capital  is 
utilized  to  finance  client  receivables  and  unbilled 
services  which  totaled  $97,762,000  at  August  31, 
1975.  Such  monetary  assets  lose  purchasing 
power  during  inflation  and  are  the  source  of  the 
major  monetary  losses  in  our  operations.  Net 
inflation  losses  from  holding  monetary  assets  in 
excess  of  monetary  liabilities  were  $5,960,000  in 
1975  and  $7,639,000  in  1974,  after  deducting  gains 
in  terms  of  August  31,  1975,  purchasing  power  of 
$2,115,000  in  1975  and  $3,030,000  in  1974  arising 
from  long-term  debt. 

The  historical-dollar  financial  data  show 
an  increase  in  partners'  capital  of  $7,491,000  in 
1975.  However,  in  terms  of  August  31,  1975,  pur- 
chasing power  this  increase  was  only  $1,191,000. 
The  difference  of  $6,300,000  measures  the  impact 
of  inflation  on  partners'  capital  in  1975. 

The  firm  is  an  operating  entity  separate 
from  its  individual  partners,  and  the  economic  im- 
pact of  inflation  on  individual  partners  is  not  ap- 
parent in  the  restated  summary  financial  data. 
As  of  August  31,  1975,  such  restated  data  include 
increases  of  $8,432,000  in  restated  property  and 
equipment  and  partners'  capital  compared  with 
historical  dollars.  However,  in  determining  the 
interest  of  any  resigned,  retired  or  deceased 
individual  partner,  only  the  historical-dollar 
amount  of  paid-in  and  pro  forma  capital  is  pay- 
able to  the  partner  or  estate. 

As  an  example  of  the  direct  impact  that 
inflation  has  in  eroding  an  individual  partner's 
paid-in  capital,  $3,094,000  of  original  paid-in 
capital  was  repaid  to  partners  who  resigned  or  re- 
tired during  1975  and  to  estates  of  partners  who 
died  during  1975.  In  order  to  maintain  the  pur- 
chasing power  of  their  original  paid-in  capital  in- 
vestment, those  partners  would  have  had  to 
receive  $6,044,000  in  1975.  Thus,  their  loss  in  pur- 
chasing power  over  the  period  such  capital  was 
invested  in  the  firm  amounted  to  $2,950,000. 
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Arthur  Andersen  Worldwide  Organization 

Summary  Financial  Data  Which  Illustrate  Some  of  the  Effects  of  Inflation 

(not  audited  by  independent  accountants) 

RESTATED  TO 

AUGUST  31.  1975, 

PURCHASING  POWER 

Summary  of  Earnings  — — — — 

for  the  Years  Ended  August  31, 1975  and  1974 

(In  thousands) 
Fees  for  Professional  Services $398,768      $379,812 

Expenses: 

Employee  compensation  and  fringe  benefits $214,853  $204,019 

Depreciation  and  amortization 6,870  6,218 

All  other  expenses 84,305  79,507 

Total  expenses $306,028  $289,744 

Net  Loss  in  Purchasing  Power  from  Holding  Monetary 

Assets  in  Excess  of  Monetary  Liabilities $     5,960  $     7,639 

Earnings  for  the  year $  86,780  $  82,429 

Number  of  partners  active  at  year-end 844  814 

Average  earnings  per  partner  active  at  year-end $  90,921      $  93.773 


HISTORICAL   AMOUNTS 
AS  REPORTED  ON 
PAGES  14  AND  15 


(in  thousands) 
$386,341      $332,786 


$208,283      $178,924 

5,390  4,639 

81,850  69,627 


$295,523      $253,190 


$  90,818      $  79,596 


$  95,152      $  90.550 


Summary  of  Financial  Position 
August  31, 1975  and  1974 

Current  Assets: 

Cash  $  20.631 

Receivables  and  unbilled  services 97,762 

Other  current  assets 6,022 

Total  current  assets $124,415 

Current  Liabilities: 

Notes  payable  and  current  portion  of  long-term  debt $     2,807 

Other  current  liabilities 32,744 

Total  current  liabilities $  35,551 

Working  Capital $  88,864 

Long-term  Debt 24,973 

Net  monetary  assets $  63,891 

Property  and  Equipment,  net 45, 154 

Net  Assets— Represented  by  Partners'  Capital $109,045 


$    19,865 
104,716 

5,377 


$  20,631 
97,762 
6,022 


$  18,377 
96.869 
4,975 


$129,958 

$124,415 

$120,221 

$  2,399 

$  2.807 

$  2,219 

32,937 

32,744 

30,468 

$  35,336 

$  35,551 

$  32,687 

$  94.622 

$  88,864 

$  87,534 

28,619 

24,973 

26,475 

$  66.003 

$  63,891 

$  61,059 

41,851 

36,722 

32,063 

$107,854 

$100,613 

$  93,122 

See  next  page  tor  explanation  of  purchasing  power  restatement. 
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of  the  documentation  for  our 

price-level  accounting  system  is 
'    shown  at  the  right  Below  left 
Beverly  Batts  inputs  information 
into  the  system  through  a  time- 
sharing terminal  Lower  right 
John  Pritts  (left)  and 
Terrence  Quinn, 
members  of  the  Firm  Controller's 
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Explanation  of  Restatement  of  Historical 
Dollar  Combined  Financial  Statements 
for  Changes  in  Purchasing  Power 


1        1975       ' 


UNITED  STATES  GROSS  NATIONAL 
PRODUCT  IMPLICIT  PRICE  DEFLATOR 

by  Calendar  Quarters 
1958  =  100 


All  the  historical  dollar  amounts  in  the  last  two 
columns  on  the  previous  page  are  stated  in  terms 
of  the  number  of  U.S.  dollars  at  which  the  trans- 
actions took  place  (or,  in  the  case  of  non-U. S.  en- 
tities, in  terms  of  the  U.S.  dollar  equivalent  of  the 
applicable  currency)  regardless  of  the  purchasing 
power  of  those  U.S.  dollars.  The  restated 
amounts  shown  on  the  previous  page  are  the  cor- 
responding U.S.  dollar  amounts  restated  as  if  the 
underlying  transactions  had  taken  place  in  U.S. 
dollars  whose  general  purchasing  power  was 
equivalent  to  that  of  the  U.S.  dollar  at  August  31, 
1975.  The  restated  amounts  for  assets  do  not  pur- 
port to  represent  the  fair  market  value,  replace- 
ment cost,  or  any  other  measure  of  the  current 
value  of  the  assets.  Neither  do  the  restated 
amounts  for  fees  and  expenses  purport  to  repre- 
sent the  prices  at  which  such  transactions  would 
take  place  currently. 


The  United  States  Gross  National 
Product  Implicit  Price  Deflator  indexes  were 
used  to  restate  the  combined  historical  dollars 
recorded  at  the  date  of  the  original  transactions 
to  units  of  U.S.  dollar  general  purchasing  power 
at  August  31,  1975.  Accordingly,  the  effects  of 
purchasing  power  changes  in  countries  other  than 
the  United  States  are  not  included  in  these  restate- 
ments, except  to  the  extent  that  the  differences 
between  the  rate  of  inflation  in  the  United  States 
and  in  other  countries  have  been  reflected  in 
changes  in  the  rate  of  exchange  between  the 
U.S.  dollar  and  the  foreign  currencies. 

Except  for  the  substitution  of  August 
31,  1975,  U.S.  dollar  purchasing  power  for  his- 
torical amounts,  the  foregoing  purchasing  power 
data  were  prepared  in  accordance  with  the  same 
accounting  principles  that  were  used  for  the  his- 
torical dollar  financial  statements. 
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Programs  and  Policies 
for  the  Quality  Control 
of  Our 
Professional  Practice 


Throughout  our  worldwide  practice,  we  are 
dedicated  to  providing  quality  professional  work 
in  serving  our  clients  and  in  carrying  out  our 
responsibilities  to  the  public.  Since  the  essence  of 
professional  service  is  judgment,  which  can  be 
exercised  only  by  individuals,  we  strive  to  bring 
the  combined  talents  and  skills  of  our  personnel  to 
bear  uniformly  on  all  engagements.  Achievement 
of  this  objective  requires  sound  policies  and  pro- 
cedures with  respect  to  operating  philosophies, 
ethical  standards,  professional  competence,  or- 
ganization, and  engagement  administration. 

OPERATING   PHILOSOPHIES 
Commonality  of  Partners'  Interest 
The  performance  of  the  engagement  partner  re- 


sponsible for  each  professional  assignment  is  the 
key  to  the  quality  of  our  professional  service. 
Fundamental  to  our  operations  is  the  common- 
ality of  interests  embodied  in  our  various  part- 
nership agreements.  Each  partner  effectively 
functions  as  a  general  partner  in  our  worldwide 
organization.  While  each  partner  has  a  single 
vote,  partners  contribute  capital  and  participate 
in  income  in  proportion  to  their  partnership  inter- 
ests The  professional  independence  of  partners 
in  any  office  is  reenforced  when  they  are  relieved 
from  direct  economic  reliance  on  clients  of  that 
office.  It  also  minimizes  any  tendency  to  give 
higher  priority  to  work  originating  in  their  offices 
than  to  work  on  subsidiaries  or  divisions  referred 
to  them  by  other  offices. 
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Internal  Growth 

As  a  basic  policy,  we  have  chosen  to  establish  and 
develop  our  own  offices  rather  than  to  expand 
through  the  acquisition  of,  or  merger  with,  other 
firms.  Coupled  with  our  policy  of  promotion  from 
within,  this  means  that  our  partners  and  man- 
agers have  had  common  experience  with  our  oper- 
ating philosophies  and  have  met  the  same  stan- 
dards for  advancement.  New  offices  are  opened 
only  when  a  need  exists,  appropriate  supervisory 
and  other  professional  personnel  are  available, 
and  we  are  able  to  provide  a  complete  range  of 
services,  principally  with  local  personnel  of  ap- 
propriate experience. 

Acceptance  and  Retention  of  Clients 
An  atmosphere  of  mutual  confidence  and  candid 
communication  between  independent  public 
accountants  and  their  clients  is  a  prerequisite  to 
a  satisfactory  professional  relationship.  We  ac- 
cept new  clients  only  when  the  Managing 
Partner  of  the  office  having  engagement  respon- 
sibility is  satisfied  that  we  have  made  appro- 
priate inquiries  and  have  obtained  reliable  infor- 
mation regarding  the  credibility  of  management. 
Occasionally,  we  terminate  client  relationships 
when  we  determine  that  a  sound  basis  for  as- 
sociation no  longer  exists. 

Worldwide  Operations 

Our  goal  is  to  staff  all  of  our  offices  at  every 
level,  including  that  of  Managing  Partner,  with 
citizens  of  the  countries  in  which  they  are  lo- 
cated. This  goal  has  been  substantially  achieved. 
The  intimate  knowledge  citizens  have  of  local 
business  and  professional  practices,  when  com- 
bined with  the  common  training  and  philosophy 
of  our  firm,  contributes  to  the  quality  of  our 
work  in  those  countries.  Implementation  of  this 
goal,  however,  is  never  permitted  to  stand  in  the 
way  of  bringing  a  high  level  of  competence  to 


Development  of  professional  competence 
begins  with  the  recruiting  process 
and  continues  through  extensive 
firm-wide  training  programs  conducted 
at  our  Center  for  Professional 
[UvtlvpTnent,  on-  the-job  erperience, 
and  the  sharing  of  professional 
experience  with  associates 
Upper  right   Thomas  Nessmger,  left, 
Director—  Recruiting,  interviewing 
Robert  Brown,  a  recently  employed 
audit  staffmember. 


bear  on  client  problems.  Assignments  of  personnel 
from  other  countries  are  encouraged  for  purposes 
of  training  or  liaison  where  such  needs  exist. 

ETHICAL  STANDARDS 
We  must  observe  the  highest  ethical  standards 
in  the  conduct  of  our  professional  practice.  To 
implement  this  objective,  detailed  policies  have 
been  established  with  respect  to  independence, 
scope  of  practice,  competence,  avoidance  of  con- 
flicts of  interests  and  use  of  insider  information, 
relationships  with  clients,  and  other  matters  that 
bear  significantly  on  the  quality  of  our  profes- 
sional practice.  Each  professional  person  signs 
a  representation  confirming  compliance  with 
these  policies  each  time  a  semimonthly  time 
report  is  submitted. 
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PROFESSIONAL  COMPETENCE 
Recruiting  and  Advancement 

We  recruit  only  those  who,  in  our  judgment,  have 
the  potential  for  continued  development.  Our 
chances  of  rinding  such  persons  are  greatest  if  we 
concentrate  our  recruiting  efforts  on  those  who 
are  completing  their  college  or  university  studies 
with  superior  academic  records  and  who  appear 
to  have  the  other  attributes  essential  to  a  pro- 
fessional person.  Subject  to  certain  national  fac- 
tors, we  apply  this  overall  recruiting  philosophy 
worldwide,  and,  in  a  number  of  countries,  have 
been  pioneers  in  this  approach. 

Continued  growth  in  competence  and 
ability  to  assume  responsibility  in  client  service 
and  firm  leadership  are  required  of  our  profes- 
sional personnel.  Advancement  of  staff  members, 
as  well  as  promotions  to  and  advancement  of  man- 
agers and  admission  to  partnership,  recognizes  in- 
dividual growth  and  is  based  on  merit  alone.  Per- 
formance is  reviewed  on  a  job-by-job  basis,  and 
professional  personnel  are  promoted  only  as  they 
demonstrate  the  competence  and  judgment  re- 
quired at  the  next  level  of  responsibility. 

Training 

Every  year,  professional  staff  personnel  spend 
approximately  three  weeks  in  formal  training 
sessions.  Our  total  training  costs  currently  ap- 
proximate $30,000,000  annually  and  represent 
roughly  8%  of  fees. 

Substantially  all  of  our  firm-wide  train- 
ing in  the  United  States  and  Canada,  as  well  as 
the  advanced  training  for  experienced  personnel 
.  worldwide,  is  conducted  at  our  Center  for  Pro- 
fessional Development  in  St.  Charles,  Illinois. 

Experienced  professional  personnel  pre- 
pare and  give  instruction  in  all  our  central  and 
regional  training  courses.  Wherever  possible, 
schools,  seminars,  and  workshops  use  the  case 
method  of  instruction.  Group  discussion,  simula- 
tion and  hands-on  experience,  as  well  as  video- 
tapes, films,  and  audiotape  instruction  combined 
with  workbooks,  are  among  the  techniques  used. 
With  an  average  ratio  of  one  instructor  to  nine 
participants,  students  have  close  contact  with 
their  instructors. 

The  diversity  and  complexity  of  modern 
business  dictate  the  accumulation  of  much  of  our 
professional  competence  on  an  industry  basis.  As 
a  result,  we  have  organized  a  comprehensive  in- 


Left  to  right  Richard  Walker,  Charles  Bousher.  and  Ted  Arenberg, 
some  of  our  Industry  Competence  Directors,  unth  James  Norris, 
Managing  Director — Industry  Competence  Programs 


dustry  program  to  establish  and  maintain  compe- 
tence by  industry  and  certain  other  specialized 
functions.  The  program,  which  is  based  on  the 
premise  that  substantive  knowledge  of  a  client's 
industry  is  required  to  provide  quality  service, 
encompasses  and  frequently  cuts  across  the  three 
areas  of  client  service — audit,  tax,  and  adminis- 
trative services. 

The  Managing  Partners  of  offices  are  in 
a  position  to  know  the  individual  and  special 
needs  of  their  professional  personnel  and  their 
offices  and  to  determine  that  training  programs 
are  designed  to  meet  those  needs.  They  can  re- 
spond promptly  to  emerging  and  unique  prob- 
lems. Where  there  are  wide  differences  in  the 
problems  and  experience  of  individuals,  pro- 
grams can  be  tailored  to  individual  needs.  Con- 
sequently, much  of  the  training  is  done  in  the 
offices,  using  locally  as  well  as  centrally 
developed  material. 

Instructional  Materials 

Firm  booklets,  manuals,  and  binders  are  fur- 
nished to  all  personnel  according  to  their  levels  of 
responsibility.  These  publications,  which  cover 
both  administrative  and  procedural  matters  with- 
in our  organization  and  professional  mat- 
ters involving  our  practice,  serve  to  assure 
uniformity  of  practice  and  procedures  and  to 
communicate  our  views  in  unsettled  areas  of 
professional  practice. 
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Randal  McDonald.  ViceChairman- 

Accounting  and  Audit  Practice 

(center)  with  his  staff  (left  to  right) 

Norman  Tucker.  Managing 

Director — Accounting  and 

Audit  Practice.  James  Norns, 

Managing  Director— Industry 

Competence  Programs. 

William  Hall,  Managing 

Director— Accounting  Principles 

and  Auditing  Procedures,  and 

Fred  Moore.  Managing  Director — 

Audit  Training  Development 


Three  of  the  members  of  the 

Executive  Subcommittee  of  our 

Committee  on  Accounting  and 

Auditing  Standards,  left  to  right: 

George  Catlett.  Robert  May. 

and  John  March. 

To  further  the  understanding  of  par- 
ticular industries,  we  have  compiled  industry 
reference  binders  that  contain,  in  addition  to  var- 
ious background  information  on  an  industry,  a 
discussion  of  the  unique  accounting,  auditing, 
reporting,  and  tax  problems  as  they  pertain  to 
that  industry.  These  binders  serve  as  training 
aids  to  professional  personnel  who  are  not  ac- 
quainted with  a  particular  industry,  and  provide 
a  continuing  reference  source  for  more  experi- 
enced personnel  concerned  with  specialized 
industry  problems. 

Subject  File 

Our  Subject  File  is  a  unique  reference  library 
through  which  we  can  share  our  worldwide 
professional  experience  on  a  timely  basis.  In  it, 
we  accumulate,  classify  by  subject  (hence,  the 
name),  and  make  available  to  all  members  of  our 
organization  throughout  the  world  our  views  and 
professional  experience  with  respect  to  account- 
ing, auditing,  reporting,  administrative  services, 
tax,  and  specific  industry  matters.  The  Subject 
File  also  contains  a  wide  variety  of  other  refer- 
ence material  on  accounting,  auditing,  and  re- 
porting matters,  together  with  extensive  business 
and  economic  data  relative  to  various  industries 
and  to  countries  where  we  operate. 

The  Subject  File  Index,  which  is  up- 
dated monthly  by  supplements  and  cumulatively 
from  time  to  time,  provides  a  reference  guide  to 
our  professional  experience  and  other  data  ac- 
cumulated since  1941,  when  the  Subject  File  was 
established.  Each  office  has  the  complete  Subject 
File,  either  on  paper  or  in  microfilm  form,  thus 
making  the  material  immediately  available  to  all 
professional  personnel  for  reference  and  training 
purposes.  Newly  added  material  is  distributed  or 
circulated  to  our  personnel  according  to  their 
needs  in  terms  of  level  of  experience,  area  of 
practice,  or  geographical  location. 
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A  client  service  team  meeting  in  our  Atlanta  office,  left  to  right 
Lawrence  Lentan.  administrative  services  partner.  John  Warren, 
tax  partner.  Hayes  dement,  audit  engagement  partner.  Albert  Johm 
audit  manager,  Michael  Rushing,  tax  manager,  and  Samuel  Hudgm 
advisory  partner  and  Offici  Managing  Partner 

The  Subject  File,  which  includes  over 
50,000  items,  cannot  be  valued  in  monetary 
terms,  but  the  annual  current  payroll  and  other 
direct  costs  to  maintain  it  are  over  $500,000. 
This  is  just  one  measure  of  our  commitment  to 
provide  quality  service  on  a  uniform  basis 
throughout  the  world. 

ORGANIZATION 
Our  organizational  plan  provides  for  central 
management  to  establish  overall  policies  and 
procedures  and  to  monitor  performance,  with 
decentralized  management  to  conduct  our  day- 
to-day  affairs  in  the  individual  offices.  Under  our 
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Norman  Tucker 
(center)  with  two  of 
our  Accounting  and 
Audit  Practice 
Directors,  George 
Wmchett  (left)  and 
George  Thieman  (right) 


Atlanta  office 
staffmtmbers  at  work 
on  an  audit 
engagement,  left  to 
right  Jack  Wilkerson, 
Charles  Yates,  and 
Eileen  Arnold 


four  Cochairmen  who  report  to  the  Chairman, 
Country  Managing  Partners  are  responsible  for 
groups  of  offices,  with  each  office  headed  by  a 
Managing  Partner.  The  Office  Managing  Part- 
ner designates  department  or  division  heads  to 
whom  the  individual  audit,  tax,  and  administra- 
tive services  partners  report.  This  constitutes 
our  line  operating  organization. 

The  worldwide  functional  leadership  of 
our  practice,  headed  by  Vice  Chairmen  for  Ac- 
counting and  Audit,  Tax,  and  Administrative 
Services  who  report  to  the  Chairman,  has  no  line 
authority  over  partners  handling  engagements. 
These  Vice  Chairmen,  however,  assisted  by  prac- 
tice and  specialized  directors  and  their  staffs 
located  throughout  the  world,  establish  our  prac- 
tice policies  and  monitor  performance.  En- 
gagement partners  are  expected  to  consult  with 
these  Vice  Chairmen  and  directors  on  unusual, 
difficult,  or  otherwise  significant  problems  affect- 
ing our  practice. 

We  have  had  for  many  years  a  Com- 
mittee on  Accounting  and  Auditing  Standards, 
elected  by  the  partners  and  headed  -by  a  full- 
time  Chairman,  which  is  responsible  for  estab- 
lishing our  policies  relating  to  accounting  and 
auditing  standards,  including  ethical  standards 


and  scope  of  practice.  Under  the  Committee's 
supervision,  selected  partners  conduct  quality 
reviews  to  assure  that  these  policies  are  being 
applied  in  our  accounting  and  audit  practice. 

ENGAGEMENT  ADMINISTRATION 
Engagement  Partner 

An  engagement  partner  is  assigned  to  every 
audit,  tax,  or  administrative  services  engage- 
ment and  has  unequivocal  responsibility  for  the 
overall  quality  of  our  work  for  that  client.  As 
part  of  such  overall  responsibility,  he  is  responsi- 
ble for  participating  actively  in  the  determina- 
tion of  the  scope  of  our  work  and  the  prepara- 
tion of  programs  to  accomplish  this  work;  super- 
vising the  progress  of  the  work  on  a  timely  basis; 
and  reviewing  the  working  papers  to  determine 
that  the  work  has  been  completed  in  accordance 
with  the  program  and,  in  the  case  of  an  audit, 
that  the  working  papers  contain  adequate 
evidence  to  support  the  overall  opinion  reached 
on  the  financial  statements.  The  engagement 
partner  determines  that  questions  raised  by  him- 
self or  others  have  been  properly  resolved.  In 
making  this  determination,  he  discusses  and 
confirms  conclusions  on  significant  problems 
with  the  advisory  partner  (discussed  below),  the 
partner-in-charge  of  the  appropriate  practice 
area  in  the  office,  the  Managing  Partner  of  the 
office,  and/or  the  Practice  Director,  as  is  appro- 
priate in  the  circumstances. 

Engagement  Organization 

Each  assignment  is  performed  by  a  team  of 
professional  personnel  under  the  overall  supervi- 
sion of  the  engagement  partner.  The  size,  compo- 
sition, and  experience  of  the  team  varies  ac- 
cording to  the  nature,  size,  and  complexity  of  the 
assignment.  In  addition  to  the  partner,  an  audit 
team  typically  consists  of  a  manager,  a  senior 
accountant,  and  one  or  more  staff  accountants. 
In  tax  and  administrative  services  engagements, 
there  are  likely  to  be  relatively  more  supervisory 
personnel  and  fewer  staff  members  on  an  en- 
gagement team.  Clear  lines  of  reporting  exist, 
and  each  person  has  responsibility  not  only  for 
his  or  her  own  work,  but  for  the  work  performed 
under  his  or  her  supervision. 
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The  manager,  particularly  one  involved 
in  audit  and  tax  work,  normally  has  responsibil- 
ity for  several  engagements  that  are  under  way 
at  the  same  time  and  maintains  continuing  con- 
tact with  each  engagement  through  review  of 
working  papers  prepared,  discussions  with  the 
senior  accountant  in  charge  of  the  day-to-day 
work  and  the  staff  accountants,  and  meetings 
with  client  personnel.  The  manager  is  responsi- 
ble for  keeping  the  partner  informed  with  re- 
spect to  the  progress  of  the  engagement  and  any 
problems  that  require  the  partner's  consideration 
and/or  participation  in  arriving  at  a  solution. 

Work  Program 

The  program  is  the  vehicle  by  which  an  en- 
gagement is  planned  and  controlled.  Through 
approval  of  the  program,  the  engagement  part- 
ner is  able  to  direct  the  approach  and  to  stress 
those  areas  considered  most  important  without 
being  present  in  person  while  much  of  the  work 
is  performed.  A  properly  designed  program 
facilitates  an  orderly  and  planned  approach, 
serves  to  direct  the  progress  of  the  engagement, 
controls  the  timing  and  extent  of  the  work  to  be 
done,  and  provides  a  record  of  work  done,  in- 
cluding changes  made  during  the  course  of  the 
engagement  as  conditions  require. 

The  audit  program,  which  is  specifically 
designed  for  each  audit  engagement,  provides  a 
record  of  the  consideration  of  the  company's 
accounting  procedures  and  the  extent  and  effec- 
tiveness of  its  internal  control  in  determining  the 
scope  of  our  audit  procedures.  Prior  to  com- 
mencement of  work  each  year,  the  audit  pro- 
gram is  thoroughly  reviewed  and  modified  as 
necessary  to  meet  changing  accounting  proce- 
dures, business  conditions,  and  internal  control. 
All  programs,  as  well  as  necessary  changes  made 
during  the  audit,  must  be  approved  in  advance 
by  the  partner  and  manager. 

Although  tax  engagements  are  usually 
not  as  structured  as  are  audit  engagements, 
there  are  certain  prescribed  procedures  that 
must    be    followed    on    every    tax    return    en- 


gagement. On  special  engagements,  such  as  tax 
basis  studies  or  earnings  and  profits  studies,  ex- 
tensive and  detailed  programs  are  normally  used 
that  are  similar  in  many  respects  to  the  pro- 
grams used  to  control  audit  work. 

Obviously,  tax  consultation  engage- 
ments, which  constitute  a  major  portion  of  our 
tax  practice,  cannot  be  controlled  by  rigid 
procedural  requirements.  On  every  engagement, 
however,  certain  minimum  procedures  must  be 
observed  in  the  course  of  our  work.  Those 
procedures  require  that  we  clearly  define  the  ob- 
jectives of  the  engagement,  that  we  document 
all  the  facts  as  we  understand  them,  that 
we  document  the  authorities  on  which  we 
have  relied  in  reaching  our  conclusions,  and  that 
those  conclusions  logically  follow  from  the  facts 
and  authorities. 

The  work  program  for  an  administra- 
tive services  engagement,  which  is  normally 
prepared  by  the  manager  and  must  be  approved 
by  the  partner,  defines  the  steps  to  be  performed, 
the  relative  degree  of  client  and  our  participa- 
tion, and  scheduled  start  and  completion  dates 
for  each  segment.  During  the  course  of  the  en- 
gagement, the  work  program  is  updated  as  steps 
are  completed  and  provides  a  basis  for  evalua- 
tion of  progress  and  accomplishment  of  en- 
gagement objectives. 

Working  Papers 

Working  papers  on  every  engagement  are  de- 
signed and  completed  in  such  a  manner  as  to 
provide  a  medium  for  review  at  all  levels  of 
responsibility  to  determine  the  adequacy  and 
effectiveness  of  our  work  and  the  support  for  the 
conclusions  reached.  Only  if  they  afford  clear 
and  complete  evidence  of  the  work  performed 
are  the  supervisory  personnel — senior  account- 
ant, manager,  and  partner — able  to  satisfy  them- 
selves that  assigned  work  has  been  properly  car- 
ried out  and  that  the  conclusions  reached  by  our 
personnel  on  various  portions  of  the  engagement 
are  appropriate. 

Audit  working  papers  contain  the  re- 
sults of  procedures  tests,  analyses  of  accounts, 
indications  of  evidential  matter  examined,  ex- 
planations of  unusual  items,  and  appropriate 
conclusions  regarding  each  major  element  of  the 
financial  statements.   We  expect  a  professional 
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approach  and  the  exercise  of  professional  judg- 
ment at  all  levels.  No  work  should  be  viewed  as 
merely  clerical.  Accordingly,  conclusions  by  per- 
sons performing  the  work  with  respect  to  each 
area  of  the  financial  statements  are  necessary. 
All  working  papers  must  be  signed  and  dated  by 
the  persons  who  prepare  them. 

Review  Process 

To  ensure  that  the  procedures  set  forth  in  the 
program  have  been  satisfactorily  completed  and 
that  the  working  papers  provide  proper  support 
for  the  conclusions  reached,  both  the  partner 
and  manager  review  the  working  papers,  and  the 
senior  accountant  reviews  all  papers  that  he  or 
she  has  not  prepared  personally.  If  an  in- 
adequacy of  factual  data  is  noted  during  the 
reviews,  the  deficiency  is  corrected  in  the  work- 
ing papers  by  the  person  performing  the  sup- 
plemental work. 

Reports  which  we  issue  are  drafted  by 
personnel  assigned  to  the  engagement;  and,  in 
the  case  of  audits,  the  reports  and  the  related 
financial  statements  are  then  subjected  to  a  crit- 
ical review  by  personnel  who  have  had  no  other 
•participation  in  the  engagement.  Known  as 
"referencing,"  this  review  is  performed  by  an  ex- 
perienced person — generally  a  senior  accountant 
or  a  manager.  Although  referencing  does  not 
require  the  person  to  make  a  review  of  the  work- 
ing papers  to  reach  a  conclusion  whether,  in  his 
or  her  view,  the  work  performed  supports  the 
opinion  expressed  in  the  report,  it  involves 
checking  to  make  certain  that  all  of  the  financial 
data  and  other  information  set  forth  in  the 
financial  statements,  including  the  notes,  agree 
with  the  information  in  the  working  papers. 


Herbert  Patriarche.  audit  engagement  partner 
(center),  relieving  a  client  matter  with 
Wilson  Besanl.  partner-in-charge  of  the 
manufacturing  division  of  the  Chicago  office 
(left),  and  Donald  Erickson.  admsory  partner  (right) 


Second-Partner  Review  of  Audit  Reports 
Before  issuance,  every  audit  report  and  the 
accompanying  financial  statements  must  be 
reviewed  by  an  audit  partner  other  than  the  en- 
gagement partner.  This  review  focuses  on  mat- 
ters of  substance  that  might  affect  the  current 
report;  generally,  the  second-partner  review  does 
not  involve  a  detailed  examination  of  working 
papers.  Following  this  review,  the  second  partner 
signs  the  appropriate  section  of  the  Audit 
Review  Questionnaire. 


Audit  Review  Questionnaire 

Before  signing  the  firm  name  to  an  auditor's 
report,  the  engagement  partner  determines  that 
the  work  supporting  our  opinion  on  the  financial 
statements  meets  all  our  standards.  He  does  this 
by  reviewing  the  working  papers  and  the  report. 
Once  satisfied  in  this  regard,  the  engagement 
partner  completes  and  signs  an  Audit  Review 
Questionnaire.  The  Questionnaire  covers  a 
number  of  matters  concerning  the  conduct  of  the 
audit  and  is  the  partner's  representation  to  the 
partnership  that  he  has  discharged  his  respon- 
sibilities in  accordance  with  our  policies. 


Advisory  Partner 

On  many  audit  engagements,  particularly  those 
of  significant  size  or  complexity  of  operations, 
the  engagement  partner  is  assisted  by  an  advi- 
sory partner.  Frequently,  the  advisory  partner 
has  had  experience  with  the  company  over  a 
number  of  years  or  has  extensive  experience  in 
the  particular  industry  involved.  His  principal 
responsibility  is  to  keep  himself  well  informed 
regarding  all  significant  aspects  of  the  en- 
gagement so  as  to  bring  independent  consulta- 
tive benefits  to  the  engagement  partner  and  the 
client  when  needed. 


67-106   O  -  76  -  16 


238 


QUALITY   REVIEWS 
Audit  Practice 

A  quality  review  program  administered  by  the 
Committee  on  Accounting  and  Auditing  Stan- 
dards is  an  important  element  in  the  control  of 
our  audit  practice.  This  appraisal  of  engagement 
performance  is  conducted  annually  to  discern 
trends  and  detect  any  weaknesses  as  a  basis  for 
initiating  improvements  in  auditing  procedures 
and  reporting  practices.  The  complete  review  of 
our  auditing  practice  is  performed  on  a  rotating 
basis  so  that  every  office  is  reviewed  at  least 
once  every  three  years.  Supplemental  reviews 
are  performed  as  considered  necessary. 

Audit  partners  from  other  offices  per- 
form the  reviews  at  designated  offices.  By  com- 
prehensive review  of  engagements  they  select, 
these  partners  ascertain  whether  the  scope  and 
results  of  our  audit  work  are  adequate  to  sup- 
port our  auditors'  report.  The  reviewing  partner 
ascertains  whether  the  working  papers  constitute 
an  adequate  record  of  the  work  performed  and 
the  conclusions  reached  and  checks  on  the  ap- 
plication of  accounting  principles,  auditing 
procedures,  and  working  paper  techniques  and 
practices.  Because  of  the  importance  we  attach 
to  partner  and  manager  involvement  and  cross- 
checking with  others,  the  reviewer  appraises  the 
adequacy  and  effectiveness  of  the  partner  and 
manager  involvement  in  and  supervision  of  the 
engagement    and    determines    whether    conclu- 


Harry  Magill.  member  of  our  Committee  on 
Accounting  and  Auditing  Standards,  commenting 
dts  of  our  working  paper 
program 


sions  regarding  complex  or  unusual  problems 
were  appropriately  checked  with  other  part- 
ners, including  Practice  Directors  and  Industry 
Heads.  Finally,  the  reviewing  partner  is  respon- 
sible for  evaluating  the  effectiveness,  timeliness, 
and  overall  presentation  of  our  work  to  the 
client,  including  the  board  of  directors  and  the 
audit  committee. 

The  results  for  each  engagement  re- 
viewed are  discussed  with  the  partner  and  man- 
ager involved  and  are  covered  in  detail  with  the 
Managing  Partner  and  the  partner-in-charge  of 
audit  practice  in  the  office.  In  addition,  the 
review  at  each  office  is  generally  concluded  with 
a  meeting  at  which  the  reviewing  partner  dis- 
cusses the  general  results  of  that  office's  review 
with  the  audit  personnel  of  the  office.  Formal 
reports  on  each  office  and  engagement  reviewed 
are  submitted  to  a  designated  member  of  the 
Committee  on  Accounting  and  Auditing  Stan- 
dards; through  follow-up  correspondence,  the 
Committee  representative  disposes  of  any  open 
questions  not  resolved  by  the  reviewing  partner 
and  the  Office  Managing  Partner.  The  reports, 
together  with  all  relevant  correspondence,  are 
then  provided  to  the  appropriate  Cochairman,  to 
the  Vice  Chairman — Accounting  and  Audit 
Practice,  and  to  appropriate  Country  Managing 
Partners.  A  summary  of  the  review  results  is 
given  to  our  Committee  on  Accounting  and 
Auditing  Standards. 
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Left  to  right  Donald  Garnet.  Vice  Chairman— Tax  H'W/iam  Mueller.  Vice  Chairman— Administrative 

Practice,  meeting  inOi  tax  practice  directors  Services  Practice  (second  from  left)  uith 

Kelly  Clifford.  Frankfurt.  Robert  Vnght.  administrative  services  practice  directors  Reginald 

.Vru  York.  Claude  Zagarta.  Minneapolis,  and.  Jones.  Vu  York  (left).  Don  Baker.  Houston,  and 

Dartd  Gormanous.  tax  partner  Martin  Vanderstern.  Londnr.    ■ 


Tax  Practice 

A  similar  review  is  conducted  for  our  tax  prac- 
tice under  the  direction  of  the  Vice  Chairman — 
Tax  Practice.  Under  that  program,  each  of  our 
offices  is  visited  at  least  every  third  year  by  a 
partner  or  a  team  of  partners  who  review  the  tax 
working  paper  files  on  a  selected  basis.  The 
review  concentrates  on  the  completeness  of  the 
information  in  the  files,  its  technical  accuracy, 
evidence  of  partner  involvement  in  the  work, 
timeliness  of  our  services,  and  other  factors  that 
we  consider  essential  to  quality  client  service. 

The  results  of  those  reviews  are  record- 
ed in  written  reports  that  are  reviewed  with  the 
tax  partners  and  the  Office  Managing  Partner 
before  being  sent  to  the  partners  having  overall 
responsibilities  for  office  operations  and  the  tax 
practice. 


Administrative  Services  Practice 
The  quality  of  an  administrative  services  en- 
gagement depends  on  two  factors — the  quality  of 
project  definition  and  the  quality  of  project 
execution.  Because  of  the  importance  of  the 
initial  project  definition  and  the  length  and 
unique  character  of  typical  engagements,  the 
quality  assurance  reviews  are  carried  out  at  the 
start  of  and  during  engagements  rather  than 
after  completion. 


Project  definition — Because  each  admin- 
istrative services  engagement  is  different,  an  ac- 
curate definition  of  the  project  is  essential  to  the 
quality  of  the  engagement.  All  proposals  for  en- 
gagements that  meet  specified  criteria  with  re- 
spect to  size  and  type  must  be  approved  by  the 
appropriate  Administrative  Services  Practice 
Director  before  they  are  released.  In  making  his 
review,  the  director  may  check  proposals  with 
personnel  having  specific  expertise  in  the  in- 
dustry, application,  or  skill  area  involved  in 
the  proposal. 

Project  execution — During  the  engage- 
ment, the  quality  assurance  program  is  struc- 
tured so  that  a  check  is  made  at  specified  en- 
gagement mileposts,  by  means  of  questionnaire 
checklists,  to  ensure  that  the  project  has  been 
satisfactorily  managed  and  that  all  required 
work  steps  have  been  performed.  Engagements 
meeting  certain  characteristics  are  subject  to  ex- 
tended quality  assurance  procedures,  and  the 
checkpoint  review  questionnaire  is  reexamined 
at  each  engagement  milepost  by  a  Practice  Di- 
rector. In  carrying  out  a  checkpoint  review,  the 
Practice  Director  may  utilize  the  assistance  of 
specialists  in  appropriate  industry  or  functional 
disciplines.  On  some  very  large  or  innovative 
engagements,  the  Practice  Director  may  use 
a  panel  composed  of  a  number  of  person- 
nel qualified  in  various  practice  areas  to  make 
the  review. 
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The  Public  Review  Board  of  Arthur  Andersen  &  Co. 

A  public  accounting  firm  has  a  significant  responsibility  in  the  private  sector  of  the  worldwide  economy,  not  only 
to  clients  but  also  to  investors,  creditors,  and  the  public  generally.  The  establishment  of  our  Public  Review  Board 
in  July.  1974.  was  intended  as  a  constructive  and  beneficial  step  to  assist  the  firm  in  its  efforts  to  meet  its  respon- 
sibilities to  the  public  and  to  the  business  and  financial  community.  The  members  of  the  Board  have  complete 
freedom  in  establishing  their  own  program  for  reviewing  and  considering  the  operations  of  the  firm,  and  they 
have  full  access  to  all  information  in  the  firm  that  is  necessary  to  accomplish  their  objectives.  The  Public  Review 
Board's  first  report  to  the  firm  is  included,  in  its  entirety,  in  this  annual  report. 


The  five  members  of  the  Public  Renew  Beard  are  persons  of  outstanding  reputation  in  business,  public  semce.  education,  and  Oie  professions  Standing, 
left  to  right,  art  JAMES  DOS  EDWARDS  and  RASDOLPH  THROWER,  sealed  left  to  right,  are  GEORGE  ROMSEY  NEWTON  N  MISOW.  and 
WILLIAM  L  CARY 


JAMES  DON  EDWARDS— Dr.  Edwards  is  a  distin- 
guished Research  Professor  at  the  Graduate  School  of 
Business  Administration.  University  of  Georgia.  He 
was  formerly  Dean  of  the  School  of  Business  Admin- 
istration at  the  University  of  Minnesota  and  former 
Chairman  of  the  Department  of  Accounting  and  Fi- 
nancial Administration  at  Michigan  State  University. 
He  is  a  past  president  of  the  American  Accounting 
Association. 

RANDOLPH  WILLIAM  THROWER— Mr.  Thrower  is  a 
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REPORT  OF  THE  PUBLIC  REVIEW  BOARD  OF  ARTHUR  ANDERSEN  &  CO. 


Introduction 

The  Public  Review  Board  of  Arthur 
Andersen  &  Co.,  established  in  1974,  was  given  a 
broad  mandate  to  review  the  firm's  professional 
practice,  and  also,  to  consider  how  those  services 
affect  the  public  interest.  In  creating  the  Board, 
the  firm  described  the  Board's  purpose  as  follows: 

"The  general  purpose  of  the  Board 
is  to  review  the  professional  operations  of  the 
firm  on  a  continuing  basis.  This  includes  the 
manner  in  which  the  firm  is  managed  and 
financed,  the  scope  of  its  practice  and  how 
the  quality  of  its  work  is  controlled.  The 
Board  also  will  consider  the  performance  of 
professional  services  by  the  firm  that  are 
related  to  the  public  interest." 

The  Board's  assignment  has  been  to 
provide  the  firm  with  an  outside  perspective  on 
its  own  operations — one  which  is  not  primarily 
technical  (since  only  one  of  our  members  is  a 
CPA.  and  his  background  is  in  education),  but 
which  is  based  on  the  collective  experience  of 
members  whose  backgrounds  include  business, 
education,  public  service,  and  law,  as  well  as  ac- 
counting. The  members  of  the  Board  are  compen- 
sated by  the  firm  for  their  time  and  expenses. 

In  asking  us  to  take  a  fresh  look  at  the 
firm  and  its  practice,  the  firm  has  imposed  no  re- 
strictions with  respect  to  how  we  might  proceed. 
We  have  been  given  full  opportunity  to  inquire 
into  all  aspects  of  the  firm's  operations,  and  we 
have  been  invited  to  talk  to  anyone  who  might 
provide  us  with  useful  information. 

In  order  to  understand  the  importance 
of  the  auditor's  role,  one  must  first  recognize  the 
essential  characteristics  of  our  economy,  and  par- 
ticularly the  free,  decentralized  nature  of  our 
capital  markets.  Decision  making  as  to  what  will 
be  produced  and  how  resources  are  to  be  allocat- 
ed rests  ultimately  with  the  people,  who  vote 
their  preferences  every  day  in  stores  and  super- 
markets. Productive  facilities  require  capital; 
and  so  entrepreneurs  sell  stock  or  borrow  money, 
which  they  pay  for  in  dividends  or  interest.  It  is 
generally  understood  and  agreed  that  efficiency 
in  production  is  crucial  in  meeting  the  needs  and 
wishes  of  the  consumer.  But  no  less  important  is 


the  efficient  allocation  of  capital  to  build  and 
maintain  productive  capacity. 

The  auditor's  job  is  to  review  and  test 
the  internal  procedures  and  records  of  those  who 
produce  goods  and  provide  services,  and  to  help 
assure  the  development  and  disclosure  of  accu- 
rate and  adequate  financial  information  in  order 
to  provide  a  basis  for  decision  making.  The  cen- 
tral contribution  of  the  auditing  profession  has 
been  to  render  accounting  and  financial  reporting 
reliable,  useful,  and  comparable — and  thereby  to 
facilitate  the  raising  of  capital  and  to  contribute 
to  its  efficient  use  by  assuring  a  relatively  reliable 
basis  for  selecting  among  alternative  investment 
opportunities.  With  the  increase  in  the  need  for 
capital  resources  in  recent  decades,  and  the  in- 
creased distribution  and  use  of  audited  financial 
statements  by  private  investors,  the  auditor's 
function  has  assumed  a  new  dimension  of  im- 
portance to  the  public.  As  Ray  Garrett,  Jr., 
Chairman  of  the  Securities  and  Exchange  Com- 
mission (SEC),  stated  in  a  recent  speech,  "The 
Need  for  Change  in  Accounting  Policies,"*  "full 
disclosure  of  the  economic  activities  of  issuers  of 
securities"  is  an  "important  part  of  our  capital 
market  system,"  and  this  framework  of  full 
disclosure  includes: 

"the  vital  role  of  the  accounting  profession  in 
assuring  the  high  quality  and  reliability  of 
that  disclosure  to  investors.  Despite  ana- 
lytical theories  casting  doubt  on  the  utility 
of  disclosure  in  the  making  of  investment 
decisions  and  the  persistent  cynicism  regard- 
ing the  use  which  ordinary  investors  can  and 
do  make  of  disclosures,  we  are  firmly  of  the 
view  that  more  complete,  meaningful,  and 
frequent  disclosure  of  the  operations  and 
financial  condition  of  our  publicly  held  com- 
panies is  more  important  than  it  has  ever 
been.  It  is  essential  for  the  preservation  of 
our  economic  svstem." 


'At  the  Second  National  Conference  on  Current  SEC 
Developments,  American  Institute  of  Certified  Public 
Accountants,  January  6,  1975. 
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The  review  which  the  firm  requested  us 
to  make  is  timely,  not  only  because  of  the  impor- 
tance of  the  auditing  function  in  light  of  the  ac- 
celerating capital  requirements  of  our  economy, 
but  also  because  of  the  rapid  growth  of  the  firm 
in  recent  years  and  the  expanded  range  of  ac- 
counting-related services  offered  by  the  firm. 
This  growth  pattern  raises  the  question  whether 
any  firm  can  grow  as  rapidly  as  Arthur  Andersen 
&  Co.  has  and  still  maintain  the  highest  stan- 
dards of  professional  performance.  Also,  the 
timeliness  of  our  review  is  not  diminished  by  the 
fact  that  increasing  attention  is  being  given  to 
the  performance  of  accountants — in  business  and 
professional  circles,  the  media,  Congress,  the  SEC 
and  other  governmental  agencies,  and  the  courts. 

In  this  report,  which  is  the  product  of 
our  initial  year's  activities,  we  have  provided  a 
brief  description  of  the  firm,  its  practice,  and  its 
makeup  (Section  I) — which  will  not  be  news  to 
the  firm's  personnel,  but  may,  we  think,  be  use- 
ful background  to  readers  who  are  relatively  un- 
acquainted with  the  accounting  profession.  We 
then  present  our  views  with  respect  to  the  inde- 
pendence of  the  firm  and  its  organization  and 
management  (Section  II).  We  also  discuss  the 
results  of  our  examination  of  the  firm's  pro- 
fessional practice,  with  special  emphasis  on  the 
audit  and  tax  practice  (Section  III),  and  the  in- 
crease in  litigation  involving  accountants  (Sec- 
tion IV).  Finally,  we  close  with  a  discussion  of 
certain  other  matters  that  are  of  special  con- 
cern from  the  standpoint  of  the  public  interest 
(Section  V). 


'Arthur  Andersen  &  Co.  stales  that  (1)  its  worldwide  or- 
ganization ("the  firm")  includes  Arthur  Andersen  &  Co., 
an  Illinois  partnership,  separate  legal  entities  with  the 
Arthur  Andersen  name,  and  organizations  with  which 
Arthur  Andersen  &  Co.  has  exclusive  representation 
agreements,  all  of  which  are  authorized  under  the  laws  of 
the  countries  in  which  such  operations  are  located;  (2) 
within  this  worldwide  organization  there  are  partners, 
participating  principals,  non-United  States  principals, 
and  overseas  representatives  (collectively  referred  to  as 
"partners");  and  (3)  extensive  interchange  of  personnel 
training  and  practice  programs  has  provided  a  world- 
wide organization  of  individuals  of  many  nationalities 
who  adhere  to  the  same  objectives  of  professional  leader- 
ship and  client  service,  while  complying  with  the  laws, 
regulations,  and  professional  ethics  of  the  countries  in 
which  they  practice. 


I.   ARTHUR  ANDERSEN  &  CO.— 
A  BRIEF  DESCRIPTION 

Arthur  Andersen  &  Co.  is  a  worldwide  or- 
ganization with  103  offices  located  in  34  countries.* 

The  firm  as  of  January,  1975  (the  mid- 
dle of  the  period  of  our  review),  numbered  over 
10,000  professional  personnel,  of  whom  almost 
900  were  partners.  All  other  personnel  were  em- 
ployees. The  most  senior  employees  are  called 
"managers,"  and  are  persons  generally  with  five 
to  twelve  years  of  experience  with  the  firm.  The 
managers,  along  with  the  partners,  comprise 
what  the  firm  regards  as  the  "executive  team" 
within  the  firm — which  means  that  this  group 
bears  the  heaviest  responsibility  for  maintaining 
client  relationships,  planning  and  supervising 
professional  work,  and  administering  the  firm. 
Partners  are  persons  who  have  previously  served 
as  managers. 

By  far  the  larger  group  within  the  firm 
is  the  segment  below  the  partner-manager  level — 
consisting  of  the  "staff  accountants"  and  the 
"seniors."  Staff  accountants  are  new  professional 
employees  and  persons  generally  with  up  to  three 
years  of  experience.  After  two  or  three  years,  a 
staff  accountant  is  promoted  to  senior— a 
position  reflecting  increased  competence  and 
experience  and  involving  some  supervisory  re- 
sponsibilities. Of  the  total  number  of  staff  ac- 
countants who  started  working  for  the  firm  12 
years  ago,  approximately  7%  are  now  partners 
of  the  firm,  and  almost  all  of  the  others  have 
left  the  firm. 

The  following  table  shows  the  numerical 
breakdown  within  the  firm  of  professional  per- 
sonnel as  of  January  31, 1975: 


Accounting 
and  Auditing 

Tax 

Adminis- 
trative 
Services 

Adminis- 
tration 

Total 

Partners 

469 

185 

148 

77 

879 

Managers 
Seniors 

1,037 
1.641 

335 
432 

437 
504 

133 

1,942 
2,577 

Stafl  accountants 

4,028 

679 

597 

— 

5.304 

Other 

24 

39 

19 

— 

82 

Total 

Professional 
Personnel 

7.199 

1,670 

1,705 

210 

10,784 

As  indicated  in  this  tabulation,  the  three 
principal  service  areas  within  the  firm  are:  ac- 
counting and  auditing,  tax,  and  administrative 
services.  The  nature  of  the  services  performed  by 
professionals  in  these  three  areas  is  discussed  in 
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detail  below  (infra,  p.  6  et  seq.).  Of  the  total  firm 
revenue  in  fiscal  1975,  66%  was  attributable  to 
the  firm's  accounting  and  auditing  practice,  18% 
to  tax  practice,  and  16%  to  administrative  serv- 
ices practice.  Offices  outside  the  United  States 
accounted  for  approximately  25%  of  the  total 
firm  revenue. 

Virtually  all  professional  employees  of 
the  firm  are  college  graduates.  Most  have  strong 
accounting  backgrounds,  either  at  the  under- 
graduate or  graduate  school  level;  many  in  the 
administrative  services  area  have  engineering  or 
mathematical  backgrounds.  In  order  to  be  a 
partner  of  the  firm,  one  must  be  professionally 
qualified  in  accounting  and  auditing  as  required 
by  any  governing  laws  of  the  person's  country, 
state,  or  province,  although  some  senior  profes- 
sionals in  administrative  services,  while  not 
qualified  as  accountants  and  not  technically 
partners,  are  regarded  and  treated  as  partners  for 
all  practical  purposes. 

The  firm's  charges  for  professional  work 
depend  on  the  number  of  hours  spent  on  any 
particular  engagement  and  the  hourly  rate  of 
those  performing  the  work.  Hourly  rates  in  the 
United  States  in  January,  1975,  ranged  from 
$15  for  beginning  staffmembers  to  $154  for 
special  consulting  work  at  the  partner  level. 
Most  engagements,  particularly  in  account- 
ing and  auditing,  involve  much  higher  propor- 
tions of  staff  and  senior  time  than  manager  or 
partner  time. 

Each  partner,  on  the  average,  spends 
800  hours  per  year  on  work  that  is  billable  to 
clients.  The  range  among  partners  of  time 
worked  and  billed,  however,  is  quite  broad.  The 
relatively  large  amount  of  nonbillable  time  re- 
flects the  fact  that  a  large  proportion  of  time 
spent  within  the  firm  is  not  chargeable  to  par- 
ticular clients.  The  table  above  shows  that  of  the 
total  of  879  partners,  77  of  these — or  roughly 
9% — are  in  the  area  of  administration.  In  addi- 
tion, most  partners  and  managers  in  the  three 
service  areas,  as  well  as  many  seniors,  devote  a 
considerable  amount  of  time  to  internal  firm  mat- 
ters, such  as  training  programs,  quality  control 
and  reviews,  recruiting,  research  and  firm  pub- 
lications, and  a  variety  of  other  activities.  This  is 
exclusive  of  the  large  amount  of  time  spent  on 
public  and  charitable  activities  by  the  individual 
partners  and  employees. 


Accounting  has,  historically,  been  a  pro- 
fession which  has  attracted  a  very  small  percent- 
age of  women  or  minority  groups,  although  this 
has  changed  somewhat  in  recent  years.  It  is  esti- 
mated that  in  the  United  States  about  10-12%  of 
all  accounting  degrees  are  now  awarded  to  women, 
about  3%  are  awarded  to  black  students,  and 
smaller  percentages  to  other  minority  groups.  In 
1972,  5%  of  the  firm's  professional  employees  in 
the  United  States  were  women,  and  2%  were 
black.  As  of  June  30,  1975,  9%  of  the  firm's  profes- 
sional employees  in  the  United  States  were  wom- 
en, and  3%  were  black.  The  firm  has  learned  from 
a  recent  AICPA  survey  of  33  firms  (including  all 
of  the  largest  20  firms)  that  the  firm's  black  em- 
ployees comprised  20%  of  the  total  number  of 
black  employees  of  all  the  firms  covered  by  the 
survey,  and  20%  of  those  at  the  management  lev- 
el. A  number  of  the  firm's  black  employees  and  fe- 
male employees  have  advanced  to  manager  status, 
but  none  has  yet  been  admitted  to  partnership. 


II.   INDEPENDENCE  AND  FINANCIAL 
INTEGRITY  OF  THE  FIRM 

A  vital  consideration  in  assuring  the 
continued  quality  of  the  firm's  professional  per- 
formance is  its  independence  and  financial  integ- 
rity. While  the  auditor  may  be  friendly  toward 
his  client  and  well  informed  about  his  client's 
affairs,  and  even  though  he  receives  fees  from  his 
client,  the  auditor  must  nevertheless  maintain  a 
position  of  independence — both  in  fact  and  in 
appearance — in  order  to  assure  that  the  auditor's 
report  may  be  relied  upon  by  the  investing  pub- 
lic. What  this  comes  down  to  is  the  willingness 
and  ability  to  lose  a  substantial  client,  if  neces- 
sary, because  of  a  disagreement  over  matters  of 
accounting  or  required  disclosure. 

Based  on  our  review,  we  believe  that  the 
policies  and  the  financial  stability  of  Arthur  An- 
dersen &  Co.  enable  it  to  maintain  its  indepen- 
dence from  any  and  all  of  its  clients. 

Policies  With  Regard  to  Independence 

We  have  reviewed  the  firm's  policies 
with  regard  to  independence,  many  of  which  are 
contained  in  a  100-page  firm  publication  entitled 
Ethical  Standards.  These  standards  prohibit  any 
professional  person  and  most  retired  partners 
receiving  financial  benefits  from  the  firm  from 
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having  any  direct  or  indirect  financial  interest  in 
a  company  audited  by  the  firm,  or  from  being  in- 
debted to  any  such  company  (other  than  certain 
adequately  secured  or  nonmaterial  loans  from 
banks  or  other  financial  institutions),  or  from 
engaging  in  closely  held  business  enterprises  or 
ventures  with  firm  clients,  or  officers  or  directors 
of  clients.  They  also  preclude  any  professional 
person  from  serving  on  the  board  of  directors  of 
any  company  (other  than  a  small  company 
owned  by  his  family),  whether  or  not  it  is  a  client 
of  the  firm,  although  a  person  may  serve  as  an 
officer  or  director  of  a  nonprofit  organization  that 
is  not  a  firm  client. 

The  firm  maintains  internal  reporting 
procedures  to  assure  that  these  requirements  are 
met.  At  the  time  of  initial  employment,  each 
professional  person  submits  a  list  of  securities 
owned  by  that  person,  his  or  her  spouse,  and  all 
children  living  in  the  same  home.  This  list  is 
frequently  updated.  The  firm's  Secretary  checks 
these  lists  against  the  list  of  clients,  and  will  im- 
mediately instruct  any  partner  or  employee  who 
owns  any  security  in  a  company  which  is  or 
becomes  a  client  to  sell  the  security.  Also,  as  a 
part  of  the  semimonthly  time  report,  each  pro- 
fessional person  signs  a  written  statement  affirm- 
ing that  he  or  she  is  familiar  with  the  firm's 
ethical  requirements  as  set  forth  in  Ethical  Stand- 
ards, and  that  he  or  she  is  in  compliance  with 
those  requirements. 


Financial  Integrity 

The  firm  conducts  a  financial  audit  of 
its  own  financial  statements  under  the  direction 
of  one  of  the  firm's  partners.  The  Board  designat- 
ed three  of  its  members  to  act  as  an  audit  com- 
mittee. This  committee  met  with  the  partner  in 
charge  of  the  firm's  financial  administration  and 
the  partner  in  charge  of  the  audit  prior  to  the 
beginning  of  the  examination  for  the  year  ended 
August  31,  1975.  At  that  time,  the  firm's  finan- 
cial statements,  the  results  of  the  prior  year's 
examination,  and  the  audit  program  for  the  cur- 
rent year  were  discussed  with  the  committee. 
Upon  completion  of  the  examination,  the  en- 
gagement partner  met  with  the  committee, 
reviewed  the  results  of  the  examination,  and  an- 
swered all  questions  raised  by  the  members  of  the 
audit  committee. 


In  addition,  one  of  our  members  was  as- 
signed to  review  the  firm's  financial  condition,  in 
particular,  its  capitalization.  In  addition  to  par- 
ticipating in  the  audit  committee's  meetings 
(referred  to  in  the  preceding  paragraph),  he  met 
separately  with  the  partner  in  charge  of  the  firm's 
financial  administration  and  reviewed  in  detail 
the  manner  in  which  the  firm  finances  its 
capital  requirements.  Most  of  these  capital 
requirements  are  met  by  partner  capital  invest- 
ments, although  the  firm  has  long-term  borrow- 
ings, principally  from  one  nonclient  financial  in- 
stitution, which  are  less  than  the  total  of  the  firm's 
property  accounts.  These  long-term  borrowings 
amount  to  20%  of  total  capitalization,  including 
both  long-term  debt  and  partners'  capital. 

As  a  result  of  these  reviews,  we  believe 
that  the  firm  is  soundly  and  conservatively 
financed;  and  that  the  method  and  amount  of 
capitalization  are  such  that  the  firm's  financial 
viability  and  its  independence  are  well  protected. 

No  one  client  or  affiliated  group  of 
clients  accounts  for  more  than  a  small  percentage 
of  the  firm's  billings.  Thus,  the  loss  of  any  client 
would  not  pose  any  threat  to  the  firm's  continued 
financial  integrity  or  its  ability  to  perform  serv- 
ice. In  fiscal  1975,  the  firm's  billings  to  the  five 
clients  with  the  largest  billings  amounted  to 
6.6%  of  all  fees  for  services  performed  by  the 
firm. 

Just  as  important  as  the  integrity  and 
independence  of  the  firm  as  a  whole  is  the  fact 
that  the  local  offices  are  not  subjected  to  undue 
pressures  which  might  jeopardize  independence. 
All  partners  participate  in  earnings  of  the  firm. 
Also,  the  firm  does  not  allocate  partnership  units 
on  the  basis  of  local  billings.  A  local  office  may 
thus  lose  a  firm  client  over  matters  of  accounting 
principle  or  for  other  reasons  without  this  loss  be- 
ing reflected  in  any  way  in  reduced  partner- 
ship interests  for  the  partners  of  that  office  or 
in  reduced  compensation  to  employees  below 
the  partnership  level — a  fact  which  substan- 
tially eliminates  one  significant  potential  threat 
to  independence. 

Arthur  Andersen  &  Co.  is  the  first  ac- 
counting firm  to  publish  financial  information 
about  the  firm  and  its  operations.  We  endorse 
this  practice  and  have  recommended  that  the 
firm  publish  full  financial  statements,  including 
statements  of  financial  position  and  earnings.  The 
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firm  has  adopted  this  approach  and  is  this  year 
publishing  such  statements  as  a  part  of  its  annual 
report  for  the  year  ended  August  31,  1975. 

Proposals  With  Respect  to  Policies 
Regarding  Independence,  Financial  Integrity, 
and  Political  Activity 

First,  the  firm  has  considered  engaging 
another  firm  of  independent  public  accountants 
to  examine  and  report  on  its  financial  statements. 
There  are,  of  course,  problems  which  would  first 
have  to  be  considered  and  resolved — such  as  the 
problem  of  making  confidential  client  informa- 
tion available  to  the  auditors  in  connection  with 
their  evaluation  of  liability  accruals  with  respect 
to  litigation.  We  believe,  however,  that  the  financial 
integrity  of  a  major  accounting  firm  is  so  important 
that  the  public  interest  favoring  the  publication  of 
audited  financial  statements  may  well  transcend  the 
firm's  private  concerns  and  any  presently  foreseeable 
problems  of  implementation. 

Second,  we  recognize  the  importance  of 
maintaining  independence  from  clients,  both  in 
reality  and  in  appearance.  In  at  least  one  respect, 
however,  we  believe  the  firm's  policies  may  be 
overly  cautious,  and  that  is  with  respect  to  re- 
tired partners  who  are  receiving  financial  benefits 
from  the  firm.  The  standards  of  conduct  of  the 
accounting  profession  generally  would  preclude 
such  a  retired  partner  from  being  an  officer,  direc- 
tor, stockholder,  or  key  employee  of  an  audit 
client  of  the  firm;  they  would  not  preclude  such 
activity  with  respect  to  a  company  which  is  not 
an  audit  client.  Arthur  Andersen  &  Co.,  however, 
does  not  permit  a  retired  partner  who  is  still 
receiving  financial  benefits  from  the  firm  to  be  an 
officer,  director,  stockholder,  or  key  employee  of 
even  a  nonclient  company,  except  in  the  case  of 
nonprofit  organizations. 

Our  doubts  about  the  desirability  of  this 
policy  are  related  to  a  larger  concern.  The  firm 
now  retires  its  partners  at  the  age  of  62.  We  un- 
derstand that  this  policy  is  generally  in  line  with 
the  policies  of  other  major  firms,  and  that  at  least 
one  firm  retires  partners  at  an  even  earlier  age. 
We  can  understand  why  a  62-year-old  partner 
might  wish  voluntarily  to  retire  from  the  pressure 
of  a  professional  accounting  practice,  and  can  en- 
dorse a  policy  which  permits,  or  even  encourages, 
him  to  do  so.  However,  we  seriously  question 
whether  retirement  should  be  mandatorv  at  62 


for  all  partners,  including  those  whom  age  has 
not  impaired  either  physically  or  mentally  and 
who  wish  to  remain  active  in  their  profession. 
Such  a  policy  may  lead  to  a  serious  loss  of  talent 
and  experience,  which  is  a  disadvantage  to  the 
firm  and  to  the  public  generally.  Moreover,  in  our 
view,  such  a  policy  constitutes  an  unnecessary 
restriction  on  the  partners  thus  retired.  The  re- 
strictive impact  of  this  policy  is  magnified  by  the 
firm's  restrictions  on  the  scope  of  permitted  ac- 
tivities open  to  retired  partners  who  are  still 
receiving  benefits  from  the  firm — especially  the 
restraint  on  being  a  director  or  officer,  or  even  a 
consultant,  of  a  company  which  is  not  a  client  of 
the  firm.  While  retired  partners  can  elect  to 
receive  all  of  their  benefits  in  one  lump  sum  on  a 
discounted  basis  and  no  longer  be  subject  to  these 
restrictions,  they  might  lose  some  potential  bene- 
fits in  making  such  an  election.  This  is  often  too 
high  a  price  to  pay.  Accordingly,  we  recommend  that 
the  firm  consider  eliminating  the  restrictions  which 
preclude  these  retired  partners  from  being  affiliated 
with  nonclient  companies. 

Our  third  proposal  is  with  respect  to  the 
firm's  policies  restricting  certain  kinds  of  political 
activity.  We  recognize  that  the  firm  does  not  now 
prohibit  all  political  activity,  but  only  partisan 
involvement  of  a  public  nature  in  nonlocal  elec- 
tive politics — such  as  public  identification  with  a 
partisan  campaign  or  fund-raising  appeals  for 
particular  candidates.  We  can  understand  why 
the  firm  would  not  want  its  name  associated  with 
partisan  political  activity.  Also,  we  can  under- 
stand how  such  partisan  activity  might  occasion- 
ally irritate  clients  or  officers  of  clients  who  hap- 
pen to  have  different  political  views;  and  such  ir- 
ritations might  even,  although  we  think  rarely, 
lead  to  loss  of  clients  by  the  firm.  In  our  view, 
however,  such  risks  or  losses  would  be  worth  tak- 
ing to  assure  that  talented  people,  with  practical 
experience  in  business  and  civic  matters,  are  not 
prohibited  or  discouraged  from  participating  in 
politics  in  whatever  way  they  may  choose.  There- 
fore, we  recommend  that  the  firm  eliminate  all  restric- 
tions on  political  activity  on  the  part  of  its  partners 
or  employees  as  individuals,  so  long  as  such  activity 
takes  place  away  from,  the  firm's  or  its  clients' 
premises,  does  not  take  up  firm  time,  does  not  other- 
wise interfere  with  the  performance  of  firm  respon- 
sibilities, and  does  not  involve  solicitation  of  political 
contributions  from  the  firm  clients. 
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III.   REVIEW  OF  THE  FIRM'S 
PROFESSIONAL  PRACTICE 

The  Board's  assignment  to  review  the 
professional  practice  of  the  firm  has  posed  prob- 
lems of  substantial  complexity.  As  we  realized  at 
the  outset,  the  essence  of  any  professional's  per- 
formance is  judgment;  and  the  quality  of  judg- 
ment is  inherently  difficult  to  assess,  particularly 
where  those  doing  the  assessing  are  not  all  ac- 
countants. The  difficulty  is  compounded  by  the 
fact  that  we  were  called  upon  to  review  not  just 
the  practice  of  one  person,  or  a  few,  but  rather 
the  worldwide  practice  of  a  very  large  firm. 

As  we  learned  more  about  the  firm  and 
the  nature  of  its  services  during  this  past  year,  it 
has  seemed  to  us  that  our  initial  assessment  of 
the  difficulties  of  our  task  was  fully  warranted. 
Although  audit  engagements  may  have  common 
characteristics  and  the  work  is  subject  to  some 
standardized  approaches  and  procedures,  the  core 
of  the  audit  process  is  judgment,  as  we  have  al- 
ready noted.  Thus,  the  most  important  determi- 
nants of  the  quality  of  performance  are  those 
attributable  to  the  people  who  do  the  work — 
their  intelligence,  technical  skills,  professional 
education,  experience,  intuitions,  persistence,  care- 
fulness, ability  to  organize,  administer,  and 
delegate,  and  ultimately  their  character  and  in- 
tegrity. As  a  practical  matter,  there  is  no  way 
that  we — or  any  other  group  of  outsiders,  how- 
ever composed  or  organized — could  place  our- 
selves in  a  position  where  we  could  competently 
draw  definitive  conclusions  about  the  profes- 
sional abilities  of  all,  or  even  most,  of  the  firm's 
professional  personnel. 

Given  this  inherent  practical  limitation 
on  the  kind  of  review  which  we  could  engage  in, 
we  have  focused  our  attention  on  the  process  by 
which  judgment  is  exercised.  For  example,  we 
have  attempted  to  understand  and  analyze  the 
manner  in  which  the  auditor  conducts  his  work 
and  arrives  at  an  opinion  with  respect  to  a 
client's  financial  statements,  and  the  manner  in 
which  the  firm  attempts  to  monitor  and  control 
its  audit  practice.  This  effort  on  our  part  has  had 
two  somewhat  different  aspects.  First,  we  have 
sought  to  determine  how  the  firm's  policies  and 
system  of  quality  control  and  internal  review  of 
its  engagements  are  supposed  to  work,  and  to 
make  a  judgment  as  to  whether  those  policies 
and  that  system  made  sense.  Second,  we  have 


observed  and  tested  the  system  in  action  in  an 
attempt  to  see  if  it  was  actually  functioning 
as  intended. 

The  Firm's  System  of  Internal 
Review  and  "Quality  Control" 

The  firm's  "quality  control"  procedures 
are  discussed  in  detail  in  a  firm  publication 
entitled  Assuring  the  Quality  of  Our  Professional 
Practice.  It  describes  the  steps  that  the  firm  has 
established  to  maintain  high-quality  professional 
services  with  respect  to  each  of  the  three  practice 
areas— accounting  and  auditing,  tax,  and  admin- 
istrative services. 

We  have  reviewed  this  publication  and 
have  had  intensive  discussions  with  a  number  of 
persons  having  firm-wide  management  responsi- 
bilities, including  the  functional  heads  of  the 
audit  practice  and  tax  practice,  about  the  way  in 
which  the  firm  expects  its  control  procedures  to 
work— with  particular  emphasis  on  the  audit 
review  program  and  the  functions  of  the  advisory 
partner  and  second-partner  review. 

On  the  basis  of  our  review,  we  believe 
that  the  firm's  procedures  and  practices  should 
provide  a  sound  and  effective  approach  in  con- 
trolling the  firm's  professional  practice.  Accord- 
ingly, in  conducting  our  review  we  have  attempted 
to  determine  the  extent  to  which  the  firm-wide 
procedures  are,  in  fact,  implemented  by  the 
partners  and  managers  in  administering  par- 
ticular engagements. 

A.  Review  of  Audit  Practice 

In  reviewing  the  firm's  audit  practice, 
we  met  with  the  firm's  Vice  Chairman  having  re- 
sponsibility for  worldwide  accounting  and  audit- 
ing practice  and  the  Chairman  of  the  firm's  Com- 
mittee on  Accounting  and  Auditing  Standards, 
and  carefully  considered  the  firm's  quality  con- 
trol policies  and  procedures.  We  visited  thirteen 
of  the  firm's  offices,*  discussed  procedures  for 
control  of  audit  engagements,  reviewed  working 
papers  and  memoranda  relating  to  specific  en- 
gagements, and  discussed  the  audit  programs  for 
the  current  year's  audits  with  engagement 
partners  and  members  of  the  audit  staff.  A  prin- 


*The  offices  visited  were  Atlanta,  Brussels,  Chattanooga, 
Chicago,  Houston,  London,  Los  Angeles,  Madrid,  Milan, 
Paris,  Philadelphia,  Phoenix,  and  Rome. 
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cipal  purpose  of  these  visits  and  reviews  was  to 
determine  the  manner  in  which  audit  problems 
are  identified,  resolved,  and  documented  in  the 
working  papers.  Another  purpose  was  to  see  to 
what  extent  the  partner  and  others  on  a  par- 
ticular engagement  cross-check  their  judgments 
with  others  in  their  office,  others  having 
specialized  areas  of  competence,  and  partners 
having  firm-wide  responsibilities. 

We  also  visited  the  firm's  Center  for 
Professional  Development  at  St.  Charles,  Illinois, 
and  reviewed  the  firm's  personnel  development 
and  training  programs  in  the  audit  area  with  the 
director  of  the  Center.  Finally,  the  entire  Board 
met  with  the  Chairman  of  the  Financial 
Accounting  Standards  Board  and  with  the 
members  of  the  SEC,  and  the  Chief  Accountant 
of  the  SEC,  to  discuss  the  audit  practices  of  large 
accounting  firms. 


Description  of  the  Firm's  Accounting 
and  Auditing  Practice 

The  firm's  primary  service  is  auditing — 
which  consists  of  the  review  work  and  testing 
which  is  necessary  in  order  for  the  firm  to  express 
an  opinion  as  to  the  fairness  of  presentation  of  in- 
formation set  forth  in  its  clients'  financial  state- 
ments. In  addition,  the  firm  performs  other 
accounting  services — such  as  special  fact-finding 
assignments,  consultation  and  advice  concerning 
accounting  principles  and  regulatory  accounting 
requirements,  purchase  investigations,  and  pro 
forma  financial  statements  reflecting  the  effects 
of  contemplated  transactions.  The  firm  does  not 
maintain  the  books  and  records  of  its  audit 
clients,  since  such  a  service  might  interfere  with 
the  independence  of  the  firm  in  its  audit  function. 
Occasionally,  the  firm  does  arrange  to  "lend"  its 
professional  personnel  to  clients  at  reduced  rates 
to  assist  in  accounting  functions.  This  lending  of 
staff  is  done  as  an  accommodation  to  clients 
for  only  limited  periods  of  time  and  in  unusual 
situations;  and  in  each  case  firm  policy  requires 
that  the  staffmember  operate  under  the  direct 
supervision  of  the  client's  management  or 
supervisory  personnel. 

Each  firm  office  has  an  audit  division, 
which  is  supervised  by  a  division  head.  Larger 
offices,  such  as  Chicago,  New  York,  and  London, 
are  organized  into  areas  of  audit  specialization — 


such  as  manufacturing,  financial  services,  and 
regulated  industries — and  each  such  area  has  a 
division  head. 

Functional  responsibility  for  direction 
of  audit  practice  throughout  the  firm  is  centered 
in  the  Vice  Chairman — Accounting  and  Audit 
Practice.  This  Vice  Chairman  is  assisted  by  four 
managing  directors — for  accounting  and  audit 
practice,  accounting  principles  and  auditing 
procedures,  industry  competence  programs,  and 
development  of  audit  training.  The  managing 
director  for  accounting  and  audit  practice  co- 
ordinates a  number  of  practice  directors  located 
throughout  the  firm;  these  are  more  experienced 
partners,  who  consult  with  personnel  throughout 
the  firm  on  major  or  unusual  audit  practice  prob- 
lems. Matters  of  special  difficulty  or  importance, 
or  where  there  is  disagreement  within  the  firm, 
are  typically  referred  to  the  Vice  Chairman — Ac- 
counting and  Audit  Practice,  for  resolution  at  the 
highest  level  within  the  firm. 

Broadly  speaking,  the  Vice  Chairman 
and  the  managing  directors  and  practice  directors 
are  responsible  for  developing  and  implementing 
the  firm  policies  regarding  accounting  and  audit- 
ing. Responsibility  for  establishing  and  peri- 
odically reviewing  such  firm  policies  rests  with 
the  firm's  Committee  on  Accounting  and  Audit- 
ing Standards,  which  consists  of  the  three  prac- 
tice vice  chairmen  and  fifteen  other  partners 
elected  by  the  partners.  The  managing  director 
for  accounting  principles  and  auditing  procedures 
is  a  member  of  this  Committee,  and  has  the  re- 
sponsibility for  coordinating  and  overseeing  re- 
search with  respect  to  emerging  accounting  and 
auditing  problems. 

The  managing  director  for  industry 
competence  coordinates  a  number  of  groups  of 
personnel  throughout  the  firm  with  specialized 
competence  and  experience  with  respect  to  par- 
ticular industries — such  as  natural  resources, 
regulated  industries,  consumer  goods,  business 
and  personal  services,  financial  services,  and 
government  services.  These  industry  competence 
programs  are  designed  to  assist  audit  personnel 
with  specialized  industry  problems  as  they  arise. 

Every  audit  engagement  is  assigned  to  a 
team  of  audit  personnel,  headed  by  the  engage- 
ment partner.  Some  very  large  audits  may  require 
the  services  of  a  number  of  partners  or  managers. 
Typically,     however,     an     audit     examination 
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will  be  performed  by  a  team  consisting  of  a  sin- 
gle engagement  partner,  a  single  manager,  a  senior 
accountant,  and  a  number  of  staff  accountants. 
The  engagement  partner  has  overall  responsi- 
bility for  the  quality  of  the  audit  work  and  for 
assuring  that  firm  policies  are  followed.  The  man- 
ager, who  normally  will  have  several  engage- 
ments underway  at  the  same  time,  bears  the 
major  responsibility  for  initially  planning  the  en- 
gagement, and  keeps  in  close  contact  with  the  en- 
gagement as  it  is  performed  through  review  of 
working  papers  and  discussions  with  seniors  and 
staff  personnel.  The  senior  accountant  is  typical- 
ly responsible  for  the  day-to-day  supervision  of 
the  engagement  on  the  premises  of  the  client  and 
for  assuring  that  the  audit  program  is  carried  out. 

The  staff  accountants  perform  most  of 
the  detailed  work  in  conformity  with  the  audit 
program.  However,  firm  policy  requires  that  they 
be  satisfied  with  the  scope  and  quality  of  the 
work  performed  and  that  they  express  their  views 
if  they  believe  that  a  particular  aspect  of  the 
audit  examination  is  inadequate  or  if  they  dis- 
agree with  the  overall  conclusions  reached.  If  a 
staff  accountant  is  not  satisfied  with  respect  to  a 
particular  matter,  and  after  discussions  with  the 
senior  and  manager  remains  unsatisfied,  then  the 
matter  is  taken  to  the  engagement  partner,  and, 
if  necessary,  to  a  division  head  or  the  Office  Man- 
aging Partner.  This  practice  is  intended  to  assure 
that  the  staff  accountant's  viewpoints  are  thor- 
oughly considered  and  that  either  the  staff  ac- 
countant's point  is  satisfactorily  resolved  or  that 
it  has  been  squarely  faced  and  adequately  dealt 
with  in  the  opinion  of  senior  audit  personnel 
within  the  office. 

The  end  product  of  the  audit  engage- 
ment is  the  firm's  opinion  with  respect  to  the 
client's  financial  statements.  Before  the  opinion 
is  issued,  the  senior  reviews  the  working  papers 
that  he  has  not  personally  prepared,  and  the 
manager  and  engagement  partner  review  the 
working  papers  to  satisfy  themselves  that  the 
papers  provide  adequate  support  for  conclu- 
sions to  be  expressed  in  the  opinion.  Once  the 
partner  is  satisfied,  he  completes  and  signs 
an  Audit  Review  Questionnaire,  which  includes 
questions  relating  to  the  significant  aspects  of 
the  audit,  and  constitutes  the  partner's  repre- 
sentation to  the  firm  that  firm  policies  have  been 
complied    with.     Before    issuance,    the    report 


and  accompanying  financial  statements  are  re- 
viewed by  an  audit  partner  other  than  the 
engagement  partner — which  is  referred  to  as  the 
"second-partner  review."  This  additional  step  is 
intended  to  assure  high-quality  work  on  the  en- 
gagement without  diminishing  the  engagement 
partner's  responsibility.  This  second-partner  re- 
view focuses  on  matters  of  substantial  impor- 
tance, but  does  not  involve  a  detailed  review  of 
the  working  papers. 

The  Audit  Review  Program 

One  of  the  principal  elements  of  the 
overall  quality  control  program  is  what  is  called 
the  "audit  review  program."  In  the  course  of  this 
program,  which  is  independently  directed  on  a 
firm-wide  basis  by  the  firm's  Committee  on 
Accounting  and  Auditing  Standards,  reviewing 
partners,  who  are  carefully  selected  from  other 
offices,  visit  approximately  one-third  of  the  firm's 
offices  each  year  (covering  all  offices  at  least 
every  three  years)  to  conduct  detailed  reviews  of 
auditing  engagements.  In  1975,  38  of  the  firm's 
103  offices  were  visited  in  the  course  of  these 
reviews.  Approximately  275  engagements  were 
reviewed,  and  the  work  of  145  audit  partners  was 
examined.  In  making  these  reviews,  the  reviewing 
partner  follows  a  detailed  program  and  looks  into 
all  aspects  he  considers  relevant  with  respect  to 
engagements  selected — audit  reports,  working 
papers,  audit  review  questionnaires,  correspon- 
dence and  memoranda,  and  billing  and  collection 
information.  Each  year,  the  reviewing  partners 
are  asked  to  give  special  attention  to  some  aspect 
of  the  firm's  practice  that  appears  particularly 
important  in  the  light  of  current  developments 
and  conditions.  The  reviewer  completes  a  com- 
prehensive report  covering  his  findings  and  con- 
clusions, all  of  which  are  discussed  with  the  en- 
gagement partner  and  the  Office  Managing 
Partner.  These  reports  and  the  related  correspon- 
dence are  sent  to  the  audit  practice  directors  and 
other  persons  responsible  for  the  firm's  practice 
and  operations. 

At  one  of  the  meetings  of  our  Board,  the 
partner  directly  responsible  for  supervising  the 
audit  review  program  described  its  operation  in 
detail  and  provided  us  with  information  summa- 
rizing the  results  of  the  1974  reviews.  In  addition, 
one  of  the  Board  members  met  at  length  with  the 
partner  in  charge  of  the  review  program  and 
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analyzed  in  detail  the  1974  review  program,  the 
office  reports  prepared  in  1974,  including  the 
related  correspondence,  the  consolidated  report 
covering  all  offices  which  were  reviewed  in  1974, 
and  the  1975  review  program. 

On  the  basis  of  our  understanding  of 
what  is  involved  in  the  audit  review  program,  we 
decided  that  we  could  accomplish  two  purposes 
by  participating  in  this  program  in  the  summer 
of  1975.  For  one  thing,  we  could  develop  a  better 
understanding  of  how  audits  were  conducted. 
But.  just  as  important  from  our  standpoint,  we 
could  watch  an  important  element  of  the  quality 
control  program  in  action,  and  would  thus  have 
an  opportunity  to  assess  the  effectiveness  of  the 
review  program  itself. 

Accordingly,  the  members  of  the  Public 
Review  Board  visited  certain  firm  offices  while 
the  1975  reviews  were  in  progress.  The  offices 
visited  were:  Brussels.  Chattanooga,  Chicago, 
Houston,  London,  Los  Angeles,  and  Philadelphia. 
These  offices,  as  is  apparent,  included  both 
United  States  and  other  offices,  and  both  large 
and  small  offices.  The  Board  members  who  de- 
sired technical  assistance  were  accompanied  dur- 
ing these  visits  by  retired  partners  of  the  firm 
who  acted  in  the  capacity  of  consultants  to  the 
Board  members.  During  these  visits,  we  exam- 
ined the  reports  prepared  or  in  process  with  re- 
spect to  engagements  selected  by  the  reviewing 
partners.  In  addition,  we  discussed  the  reviewing 
partners'  findings  and  our  own  questions  with  the 
reviewing  partners.  Office  Managing  Partners, 
and  engagement  personnel.  We  also  examined 
selected  audit  reports,  audit  working  papers,  file 
memoranda  and  correspondence,  and  other  docu- 
mentary material.  All  information  requested  was 
made  available  to  us.  Our  examinations  were 
designed  to  determine  (a)  whether  the  audit 
review  program  adequately  tested  compliance 
with  the  quality  control  procedures  outlined  in 
the  firm's  publication,  Assuring  the  Quality  of  Our 
Professional  Practice,  and  (b)  whether  the  un- 
derlying audit  work  covered  in  the  firm's  audit 
review  program  appeared  to  constitute  satisfac- 
tory compliance  with  the  firm's  policies  and  to 
provide  adequate  evidence  to  support  the  firm's 
audit  reports. 

The  firm's  audit  review  program  is,  of 
course,  based  on  tests — rather  than  100%  re- 
views— of  the  manner  in  which  firm  personnel 


comply  with  established  policies  and  procedures. 
Thus,  although  the  procedures  used  in  auditing 
clients'  financial  statements  incorporate  internal 
checks  which  appear  reasonable  in  the  circum- 
stances (e.g.,  levels  of  supervision  and  review 
among  engagement  personnel  and  second-partner 
review  of  key  working  papers  and  the  audit 
reports),  breakdowns  in  procedures  could  occur 
with  respect  to  specific  engagements  which  would 
not  be  detected  by  the  tests  included  in  the  audit 
review  program. 

Despite  these  inherent  limitations,  we 
believe  that  the  firm's  audit  review  program 
covered  an  adequate  cross  section  of  the  firm's 
audit  work,  representing  large  and  small  offices, 
and  covering  engagements  of  various  sizes.  As  in- 
dicated above,  275  audit  engagements  were  re- 
viewed; this  represents  the  work  of  145  engage- 
ment partners — or  31%  of  the  audit  partners  of  the 
firm.  The  audit  reviews  constituted  a  searching 
inquiry  which  we  believe  would  be  adequate  to 
disclose  any  patterns  of  significant  deficiency  in 
the  performance  of  audit  engagements.  The 
reviewing  partners  spent  about  three  weeks 
reviewing  each  of  the  offices  assigned  to  them. 
These  reviews  appeared  to  us  to  be  conscien- 
tiously and  competently  carried  out  by  the  re- 
viewing partners;  and  their  reports  appear  to  be 
prepared  in  a  sound  and  objective  manner.  Ac- 
cordingly, it  is  our  judgment  that,  in  general,  the 
performance  of  audit  engagements  throughout 
the  worldwide  practice  is  in  conformity  with  the 
firm's  established  policies  and  procedures,  and 
that  these  policies  and  procedures  should  yield 
satisfactory  evidence  upon  which  to  base  the 
judgments  expressed  in  the  firm's  audit  reports. 

Also,  we  confirmed  that  the  firm's  policy 
of  encouraging  cross-checking  and  consulting 
within  the  firm  is  widely  followed,  and  we  ob- 
served no  instances  of  the  "lone  wolf"  approach 
to  difficult  or  unusual  audit  problems.  Indeed,  we 
were  surprised  at  the  openness  of  communication 
among  staff,  seniors,  managers,  and  partners,  and 
the  extent  to  which  accounting  and  auditing 
problems  were  the  subject  of  internal  firm  discus- 
sion and  consultation. 

On  an  experimental  basis,  the  firm  this 
year  assigned  managers  to  assist  reviewing 
partners  in  two  office  reviews.  We  believe  that 
this  practice  should  be  carefully  considered  for 
expansion.  The  audit  review  program  covers  only 
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a  relatively  small  percentage  of  the  firm's  en- 
gagements, and  using  well-qualified  managers 
could  increase  the  scope  of  the  reviews,  although 
care  should  be  taken  to  preserve  the  predominant 
role  of  the  partners  in  these  reviews,  so  as  to  re- 
tain the  vital  element  of  partner  judgment  with 
respect  to  key  audit  areas.  We  think  that  this  ex- 
tension of  the  scope  of  the  reviews  would  not  only 
be  valuable  in  itself,  but  that  it  would  also 
provide  the  managers  with  beneficial  experience 
and  would  make  them  more  sensitive  to  the  need 
for  quality  control. 

Proposals  With  Respect  To  Audit  Practice 

Based  on  our  review  of  the  firm's  audit 
practice,  including  our  study  of  the  overall 
quality  control  program,  we  make  the  fol- 
lowing proposals: 

First,  there  should  be  general  agreement 
that  "the  basic  objective  of  financial  statements 
is  to  provide  information  useful  for  making  eco- 
nomic decisions"  (Report  of  the  Study  Group  of 
the  Objectives  of  Financial  Statements,  sometimes 
referred  to  as  the  Trueblood  Committee  Report,  Oc- 
tober, 1973,  p.  61).  Usefulness  in  this  regard 
should  be  determined  from  the  vantage  point  of 
those  who  have  invested  or  extended  credit,  or 
who  are  in  a  position  to  invest  or  extend  credit. 
This  covers  a  spectrum  extending  from  the  small 
shareholder  who  may  have  limited  resources 
and  knowledge  to  the  financial  analyst  or  ma- 
jor corporate  investor.  Whether  disclosures  are 
adequate  or  not  is  not  solely  a  matter  of  sophis- 
ticated accounting  techniques  and  methods  of 
presentation.  As  a  result  of  changes  in  the  econ- 
omy and  shifts  in  business  patterns,  information 
that  was  once  irrelevant  may  become  highly  im- 
portant to  the  users  of  financial  statements. 
Furthermore,  financial  statements  may  be  tech- 
nically in  accordance  with  generally  accepted 
accounting  principles  and  yet  fail  to  disclose  un- 
derlying economic  weakness  or  business  difficulty 
— as  is  sometimes  alleged  in  lawsuits  brought 
against  accounting  firms  in  recent  years.  (See 
infra,  p.  21  et  seq.) 

Accordingly,  we  believe  it  would  be  desir- 
able for  Arthur  Andersen  &  Co.  to  obtain  the  consult- 
ing services  of  a  financial  analyst,  or  a  firm  of  finan- 
cial analysts,  to  advise  the  firm  on  a  continuing  basis. 
The  purpose  of  this  assistance  would  be  to  assure 
a  fresh,  outside  point  of  view,  from  the  stand- 


point of  users  of  financial  statements,  so  that  as 
information  becomes  significant  to  investors  and 
creditors,  and  perhaps  to  customers,  it  is  ade- 
quately and  fairly  disclosed  in  financial  state- 
ments, and  also  so  that  the  business  and  financial 
problems  of  clients  are  viewed  in  proper  perspec- 
tive. For  example,  a  firm  of  analysts  could  be 
retained  to  review,  on  a  sample  basis,  selected 
financial  reports  audited  by  the  firm  before  or 
after  they  are  issued  by  the  firm's  clients,  and  to 
make  whatever  comments  or  recommendations 
they  deem  appropriate  to  improve  the  usefulness 
of  those  statements.  Particularly  where  a  public 
offering  is  under  consideration,  Arthur  Andersen 
&  Co.  should,  in  some  instances,  have  the  input 
of  an  analyst  before  financial  statements  and  the 
auditor's  reports  are  issued. 

In  either  event,  the  firm  would  have  the 
advantage  of  the  analyst's  recommendations  on  a 
continuing  basis.  These  should  be  helpful  not 
only  in  regard  to  the  particular  company  about 
whose  statements  the  recommendations  were 
made,  but  also  in  regard  to  all  other  companies 
where  similar  kinds  of  disclosure  problems  might 
be  presented.  In  this  way,  the  firm  could  help 
assure  itself  that  presentation  is  fair  and  that 
disclosures  are  adequate — taking  into  account 
the  financial  situation  of  a  particular  company 
in  the  context  of  the  industry  and  existing  eco- 
nomic conditions. 

Second,  we  believe  that  the  firm  should  give 
serious  consideration  to  enlarging  the  extent  and 
depth  of  involvement  and  participation  of  the 
partners  at  all  steps  of  the  auditing  engagement. 
Present  practice  varies  from  office  to  office  and 
partner  to  partner.  We  recognize  that  the  need 
for  partner  participation  varies  somewhat,  de- 
pending in  part  on  such  factors  as  the  difficulty 
or  complexity  of  the  audit  engagement  and  the 
experience  of  the  manager.  Based  on  our  re- 
view, however,  we  think  that  the  role  of  the 
engagement  partner  has  sometimes  been  too 
limited,  particularly  with  respect  to  the  initial 
planning  phase. 

The  firm  has  recognized  this  problem, 
which  is  related  to  the  heavy  responsibilities  of 
the  partners  and  to  the  competing  demands  on 
partner  time;  and,  over  the  past  several  years,  the 
supervisory  responsibilities  of  audit  engagement 
partners,  measured  in  terms  of  the  average 
number  of  hours  supervised  by  each  partner  an- 
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nually,  has  been  somewhat  reduced.  This  trend 
mav  be  tabulated  as  follows: 


1970 
1971 
1972 
1973 
1974 
1975 


Average  Hours 
Supervised  by  Partners 

22.400 
21.300 
20.700 
20.000 
20.600 
20.600 


Also,  the  firm  has  recently  taken  steps  to  better 
assure  the  participation  of  the  engagement 
partner  in  front-end  planning  and  review  of  audit 
programs,  with  emphasis  on  designing  audit  pro- 
grams, elimination  of  obsolete  work  in  the  pro- 
grams, and  early  identification  of  major  audit  or 
reporting  problems. 

It  is  inherent  in  the  way  the  profession 
is  structured  that  the  participation  of  the 
partners  in  relation  to  that  of  the  managers,  se- 
niors, and  staff,  will  continue  to  represent  a  small 
percentage  of  total  billable  time.  The  contribu- 
tion of  the  partner  obviously  cannot  be  measured 
in  terms  of  relative  billable  hours. 

The  partners'  experience  and  time  may 
be  greatly  strained,  particularly  where  the  firm  is 
growing  rapidly,  and  where,  because  of  the  prac- 
tice of  expanding  internally  rather  than  by 
merger,  business  growth  of  the  firm  taxes  the 
availability  of  partners.  We  know  of  no  easy  solu- 
tion to  this  problem,  although  from  time  to  time 
the  firm  may  find  itself  in  a  position  where  it 
would  have  to  turn  away  prospective  audit 
■clients  (which  we  understand  has  happened  in  the 
past  on  occasion),  rather  than  jeopardize  the 
quality  of  its  work  product.  This  consideration, 
in  our  judgment,  underscores  the  need  for 
efficient  use  of  existing  partner  time  in  the  plan- 
ning and  analytical  stages  of  an  audit,  as  well  as 
in  reviewing  the  completed  working  papers  and 
the  draft  opinion. 

Third,  we  think  that  as  another  means  of 
controlling  its  audit  practice,  the  firm  should  consider 
adopting  a  practice  whereby  auditors'  reports  on 
behalf  of  the  firm  would  be  issued  only  upon  receiving 
the  formal  approval  of  a  second  partner  as  well  as  the 
engagement  partner.  In  the  course  of  our  discus- 
sions throughout  the  firm  with  partners,  man- 
agers, and  staff,  we  encountered  the  virtually 
unanimous  opinion  that  the  second-partner  re- 
view program  is  a  most  important  and  effective 
method  of  assuring  the  quality  of  professional 


performance.  Under  present  practice,  the  work- 
ing papers  on  every  audit  are  reviewed  thorough- 
ly by  the  engagement  manager  and  engagement 
partner,  both  of  whom  sign  each  working  paper 
file.  The  engagement  partner  also  completes  and 
signs  an  Audit  Review  Questionnaire,  which  is 
his  representation  to  the  partnership  that  he  has 
discharged  his  audit  responsibilities.  In  addition, 
firm  policy  now  requires  that  every  auditor's 
report  also  must  be  reviewed  by  a  second  partner 
before  it  is  issued.  The  second  partner  does  not 
re-perform  all  the  work  which  was  done  by  the 
engagement  partner,  but  does  review  thoroughly 
the  financial  statements,  the  notes  thereto,  the 
auditor's  opinion,  and  certain  other  items,  and 
satisfies  himself  that  any  significant  problems  or 
questions  raised  during  the  audit  have  been  sat- 
isfactorily resolved.  The  second  partner  com- 
pletes and  signs  a  separate  section  of  the  Audit 
Review  Questionnaire,  which  is  then  bound  in  the 
office  copy  of  the  report. 

However,  after  the  second  partner 
makes  his  review  and  offers  his  comments,  it  is  up 
to  the  engagement  partner  to  answer  any  crit- 
icisms raised  and  resolve  any  problems,  and  then 
to  make  the  decision  whether  to  issue  the  report. 
Also,  the  client  which  receives  the  opinion  sees 
only  the  firm  name,  as  signed  by  the  engagement 
partner,  and  may  not  realize  that  the  opinion  has 
been  reviewed  by  at  least  one  other  partner  of  the 
firm.  For  these  reasons,  and  also  to  underscore 
within  the  firm  the  importance  of  this  element  of 
the  quality  control  program,  we  suggest  that  the 
office  copy  of  the  report  be  signed  as  having  been 
reviewed  on  the  basis  outlined  above  by  the 
second  partner,  as  well  as  signed  on  behalf  of  the 
firm  by  the  engagement  partner,  before  the  report 
is  issued  and  delivered  to  the  client.  The  letter  of 
transmittal  to  the  client  should  disclose  the  fact 
that  the  report  has  been  reviewed  by  the  second 
partner,  and  should  also  disclose  the  names  of 
both  the  engagement  and  reviewing  partners. 

Beyond  this,  we  note  that  the  firm  has 
recently  taken  steps  to  identify  clients  subject  to 
unusual  problems  or  risks,  including  changing 
economic  conditions  that  may  affect  an  entire  in- 
dustry, and  to  involve  second  partners  in  the  iden- 
tification and  analysis  of  these  problems  and 
risks  at  an  earlier  stage  and  in  greater  depth  than 
is  contemplated  in  the  normal  second-partner 
reviews.   We  regard  this  as  a  highly  desirable 
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development,  and  suggest  that  such  expanded 
second-partner  participation  be  regularized  or 
formalized  to  the  extent  possible. 

Fourth,  we  recommend  a  tightening  of 
existing  firm  policy  with  regard  to  the  rotation  of 
partners  assigned  to  specific  audit  engagements.  The 
present  general  policy  is  that  no  partner  shall 
serve  as  engagement  partner  for  an  audit  client 
more  than  five  consecutive  years,  but  exceptions 
are  made  from  time  to  time  for  particular  rea- 
sons. The  purpose  of  this  policy  is  to  help  assure 
that  the  firm's  standards  are  not  undercut  by  vir- 
tue of  long-standing  personal  relationships  and 
that  a  fresh  point  of  view  will  be  brought  to  each 
engagement  at  the  partnership  level  every  few 
years.  A  desirable  by-product  of  this  policy  is 
that  clients  are  regarded  as  firm  clients— rather 
than  clients  of  particular  partners.  We  think  this 
is  an  excellent  policy.  The  exceptions  to  this 
policy  have  tended  to  be  principally  in  smaller 
offices  where  there  is  less  flexibility  in  reassign- 
ment of  partners  who  have  specialized  compe- 
tence with  respect  to  particular  industries.  While 
such  exceptions  are  understandable,  we  recom- 
mend that  the  firm  adopt  a  policy  of  reassign- 
ment of  partners,  without  exception,  so  that  no 
person  shall  serve  as  engagement  partner  for  any 
one  client  for  more  than  five  consecutive  years, 
regardless  of  circumstances. 

Fifth,  we  think  the  firm  should  continue 
strongly  to  urge  that  the  boards  of  directors  of  all  pub- 
licly owned  corporate  clients  of  the  firm  establish 
audit  committees  composed  of  outside  directors.  Such 
audit  committees  should  meet  periodically  with 
the  auditors,  in  the  absence  of  management,  to 
discuss  any  accounting  or  auditing  problems  or 
questions  which  either  they  or  the  auditors 
believe  should  be  discussed.  The  draft  auditor's 
report  and  the  financial  statements  should  be 
reviewed  in  detail  with  the  audit  committee 
before  they  are  released  or  filed.  In  this  way,  we 
believe  that  the  responsibility  of  boards  of  direc- 
tors for  financial  statements  issued  by  their  com- 
panies will  be  strengthened  and  that  any  risk  of 
the  auditors  being  unduly  pressured  by  manage- 
ments in  connection  with  accounting  or  auditing 
matters  will  be  reduced. 

Sixth,  we  believe  that  the  audit  review  pro- 
gram should  be  expanded  so  that,  in  addition  to 
reviewing  particular  offices  on  a  regular  basis,  some 
audit    engagements    of  every    engagement    partner 


should  be  reviewed  at  least  once  every  three  years. 
Such  an  expanded  review  program  would  elimi- 
nate the  possibility,  which  exists  under  the  cur- 
rent review  program,  that  the  work  of  some  audit 
partners  might  be  reviewed  only  infrequently  or 
conceivably  never  reviewed  at  all. 

In  making  the  proposals  set  forth  here- 
in, we  do  not  mean  to  suggest  that  we  believe  that 
our  review  work  in  the  audit  area  is  now  complet- 
ed. This  is  a  progress  report  based  on  our  first 
year's  work.  We  are  impressed  with  the  impor- 
tance of  the  firm's  educational  programs  in  the 
auditing  area,  and  our  present  plan  is  to  cover 
this  dimension  of  the  firm's  activity,  as  well  as 
other  areas,  in  greater  depth  in  the  course  of  our 
next  year's  work. 

B.  Review  of  Tax  Practice 

In  reviewing  the  firm's  tax  practice,  as 
in  reviewing  its  audit  practice,  several  firm  offices 
were  visited,  the  firm's  written  materials  pertain- 
ing to  tax  practice  were  studied,  the  operation  of 
the  firm's  "tax  working  paper  reviews"  (which 
are  similar  to  the  reviews  conducted  under  the 
audit  review  program)  were  examined,  and  the 
tax  practice  was  discussed  with  many  of  the 
firm's  professionals  in  the  tax  division —  partners, 
managers,  seniors,  and  newly  hired  staff  accoun- 
tants. Four  days  were  spent  at  the  firm's  Center 
for  Professional  Development  in  observing  the 
operation  of  two  tax  courses.*  Several  days  were 
spent  with  the  Vice  Chairman — Tax  Practice  in 
reviewing  questions  submitted  to  him  during  the 
preceding  several  months  and  in  discussing  var- 
ious aspects  of  the  tax  division.  For  purposes  of 
comparison,  the  matters  dealt  with  in  this  section 
of  the  Report  were  discussed  with  members  of 
other  accounting  firms.  Finally,  the  entire  Board 
met  with  the  Assistant  Commissioner  (Com- 
pliance) of  the  Internal  Revenue  Service  to  dis- 
cuss the  tax  practice  of  large  accounting  firms.** 


'Training  within  the  tax  division  will  be  considered 
further  by  the  Board  next  year  in  connection  with  our 
review  of  all  aspects  of  the  firm's  educational  programs. 
"The  Board  delegated  primary  responsibility  for  review  of 
the  firm 's  tax  practice  to  Randolph  Thrower,  a  member  of 
the  Board  who  served  as  Commissioner  of  Internal  Revenue 
from  1969  through  1971.  Mr.  Thrower  was  assisted  in  this 
study  by  an  attorney  associated  with  his  law  firm.  How- 
ever, this  section  of  this  Report,  like  the  other  sections,  sets 
forth  the  conclusions  of  the  entire  Board. 
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Description  of  the  Firm's  Tax  Practice 

The  firm  accepts  a  wide  variety  of  tax 
engagements  from  a  wide  range  of  clients.  Al- 
though some  corporate  clients  of  the  tax  division 
are  tax-only  clients,  most  are  also  clients  of  the 
audit  division,  and  it  is  the  firm's  policy  that  the 
principal  growth  of  its  tax  practice  will  be  as  a  re- 
sult of  expanded  services  to  audit  clients.  Gener- 
ally, the  firm  does  not  accept  limited  one-time  en- 
gagements, such  as  responses  to  a  Revenue 
Agent's  Report,  from  a  nonclient. 

Services  to  corporate  clients  include,  for 
each  audit  client,  a  "tax  accrual"  review,  which 
consists  of  a  review  of  the  client's  provision  and 
accrual  for  federal  income  taxes,  and,  as  request- 
ed by  audit  and  nonaudit  corporate  clients, 
preparation  of  federal  and  state  tax  returns, 
review  of  tax  returns  prepared  by  the  client, 
preparation  and  submission  of  ruling  requests, 
assistance  in  connection  with  Revenue  Agents' 
examinations,  general  consulting  or  "tax  plan- 
ning" engagements,  and  other  special  engage- 
ments, such  as  earnings  and  profits  studies.  Tax 
engagements  for  individual  clients  may  include 
tax  return  preparation,  review  of  client-prepared 
returns,  assistance  in  Revenue  Agents'  examina- 
tions, tax  planning  assistance,  including  consulta- 
tion in  family  tax  planning,  such  as  estate  plan- 
ning, and  other  consulting  engagements. 

The  tax  division  has  grown  at  approxi- 
mately the  same  pace  as  the  audit  division  over  the 
past  few  years.  It  now  includes  1,260  tax  profes- 
sionals assigned  to  United  States  offices— 148  part- 
ners, 243  managers,  and  869  seniors  and  staff  ac- 
countants. There  are  410  tax  professionals  as- 
signed to  offices  in  countries  other  than  the 
United  States — 37  partners,  92  managers,  and 
281  seniors  and  staff  accountants. 

Like  the  audit  division,  the  tax  division 
is  organized  upon  the  model  of  a  pyramid,  although 
the  "base"  of  the  pyramid — the  staff  account- 
ants— is  considerably  narrower  in  tax  than  in 
audit.  In  fiscal  year  1975,  69%  of  the  professionals 
in  the  tax  division  were  either  seniors  or  staff 
accountants.  Twenty  percent  of  the  tax  profes- 
sionals were  managers,  and  11  percent  were 
partners.  The  firm's  model  for  the  pyramid  calls 
for  each  tax  partner  to  devote  approximately 
1,850  hours  to  the  firm  each  year,  of  which  1,000 
hours  are  expected  to  be  chargeable  hours,  and  to 


supervise  12,600  hours  of  chargeable  time  by 
subordinate  professionals.  On  the  average,  there  is 
one  tax  partner  for  every  nine  professionals — two 
managers,  six  seniors  and  staff  accountants,  and 
one  assistant,  such  as  a  computer  programmer. 

The  actual  performance,  of  course,  var- 
ies from  partner  to  partner,  and  from  office  to 
office.  Presently,  the  average  for  partners  is 
slightly  less  than  the  firm's  model,  while  the  aver- 
age for  managers  is  now  slightly  more  than  the 
firm's  model. 

Responsibility  for  the  direction  of  the  tax 
division  is  centered  in  a  Vice  Chairman— Tax 
Practice,  whose  authority  is  functional  rather 
than  operational.  The  head  of  the  tax  division  in 
each  office  reports  from  an  administrative  stand- 
point to  the  Managing  Partner  of  that  office  and 
not  to  the  Vice  Chairman— Tax  Practice. 

It  is  the  policy  of  the  firm  that  certain 
matters  are  to  be  referred  to  the  Vice 
Chairman — Tax  Practice  for  resolution,  includ- 
ing the  following: 

•  Any  instance  in  which  two  or 
more  partners  in  the  tax  division  disagree 
with  respect  to  the  proper  tax  treatment  of 
a  particular  item,  and  the  difference  can- 
not be  resolved  by  reference  to  the  tax 
specialty  teams; 

•  Any  instance  in  which  the  firm 
is  considering  taking  a  position  which 
is  contrary  to  the  advice  of  the  client's 
legal  counsel; 

•  Any  instance  involving  the  possi- 
bility of  tax  fraud  by  a  client; 

•  Any  instance  in  which  an  error,  or 
apparent  error,  by  a  tax  professional  has 
been  discovered  and  the  firm  either  has  been 
asked,  or  may  be  asked,  to  make  restitution; 

•  Other  difficult  issues  arising  in  the 
tax  practice,  particularly  when  there  is  a 
conflict  among  the  opinions  of  tax  profes- 
sionals within  the  firm,  or  where  there  is  a 
conflict  between  the  firm  and  its  client. 

The  size  of  the  firm's  tax  practice  and  its 
representation  of  a  large  number  of  major  corpo- 
rate clients  in  tax  matters  affords  each  tax  pro- 
fessional at  or  above  the  manager  level  an  ex- 
cellent opportunity  to  develop  expertise  in  a 
specialty  area.  The  firm  currently  designates  20 
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tax  practice  specialty  areas,  each  headed  by  a 
specialty  team.  These  teams  involve  more  than 
121  participants  drawn  from  offices  throughout 
the  world.  The  members  of  each  specialty  team 
meet  several  times  a  year  to  discuss  current  areas 
of  interest  in  their  specialty.  The  tax  practice 
specialists  serve  as  a  referral  resource  to  all  pro- 
fessionals in  the  firm  encountering  problems  in 
the  specialty  area.  They  are  also  responsible  for 
distributing  periodic  releases  to  the  offices  of  the 
firm  to  inform  each  office  with  respect  to  develop- 
ments in  the  particular  area.  The  responsibility 
for  quality  control  in  a  particular  matter  is  not, 
however,  transferred  to  the  practice  specialist,  but 
remains  with  the  line  accountant  raising  the  issue. 

The  firm  appears  to  have  been  success- 
ful in  organizing  within  these  practice  specialty 
groups  the  vast  experience  of  the  firm  with  re- 
spect to  particular  problems.  Professionals  in 
various  offices  report  that  they  receive  prompt, 
helpful  service  from  the  tax  specialists.  Files 
reviewed  by  the  Board's  representatives  indicate 
the  widespread  use  of  this  resource,  which  ap- 
pears to  enable  Arthur  Andersen  &  Co.  to  offer 
its  clients  efficient  and  prompt  service  in  a  wide 
range  of  areas. 

The  partners  in  each-practice  specialty 
team  and  those  with  special  industry  expertise 
are  charged  with  developing  and  maintaining 
working  relationships  with  their  counterparts  in 
the  Treasury  Department  and  in  industry  as- 
sociations. This  facilitates  an  exchange  of  view- 
points and  up-to-date  knowledge  of  developments 
in  administrative  and  legislative  matters  affect- 
ing that  area  of  tax  practice. 

The  accumulated  tax  knowledge  of  the 
firm  is  also  made  available  to  each  office  by  the 
Tax  Subject  File.  The  material  in  this  service  is  a 
compilation  of  tax  information  which  has  come  to 
the  attention  of  the  firm's  professionals,  but 
which  is  not  generally  published.  The  materials 
may  include  research  memoranda,  private  rulings 
from  the  Internal  Revenue  Service,  or  conference 
memoranda.  Each  office  maintains  a  complete 
set  of  the  Tax  Subject  File  in  its  tax  library,  and 
the  tax  professionals  in  the  firm  appear  to  make 
good  use  of  it. 

The  firm  has  centered  responsibility  for 
maintaining  day-to-day  liaison  with  the  National 
Office  of  the  Internal  Revenue  Service  in  a  single 
partner  in  its  Washington  office,  with  some  assist- 


ance from  a  manager  in  that  office.  In  recent 
months,  the  firm  has  made  significant  progress  in 
ensuring  that  all  requests  for  ruling  flow  through, 
and  are  filed  by,  the  Washington  office.  The  firm's 
rulings  practice  is  a  large  one,  consisting  of  244 
ruling  requests  in  1974. 

The  Washington  office  has  essentially 
limited  its  review  of  ruling  requests  drafted  by 
other  offices  to  ensure  that  they  comply  with  the 
procedural  requirements  imposed  by  the  Internal 
Revenue  Service,  and  has  not  attempted,  except 
in  unusual  cases,  to  exercise  editorial  judgment 
over  these  requests.  We  understand,  however, 
that  requests  for  rulings  in  difficult  areas  of  prac- 
tice are  usually  reviewed  by  the  tax  practice 
specialists  before  they  are  submitted  to  the  Inter- 
nal Revenue  Service.  The  Washington  office 
prepares  and  distributes  to  the  tax  division  of 
each  office  of  the  firm  a  bimonthly  inventory  of 
pending  requests  for  ruling,  summarizing  the 
issues  involved  and  reporting  on  the  status  of 
the  requests. 

The  firm  does  not,  we  understand,  en- 
gage in  lobbying  efforts  on  behalf  of  clients.  Also, 
the  firm  will  not,  as  a  matter  of  policy,  under- 
take tax  engagements  which  require  a  legis- 
lative solution. 

Types  of  Tax  Engagements 

Preparation  of  tax  returns  and  reviews 
of  tax  returns  prepared  by  a  client  are  character- 
ized by  the  firm  as  "compliance"  engagements, 
while  other  engagements  are  characterized  as 
"consulting"  engagements.  The  tax  division  dur- 
ing recent  years  has  emphasized  its  consulting 
work,  which  has  had  the  effect  of  decreasing  its 
reliance  upon  compliance  work.  In  fiscal  1975,  the 
tax  division  derived  55%  of  its  revenues  from  con- 
sulting work. 

(1)  Compliance  Engagements 

In  some  offices,  income  tax  returns  for 
corporate  audit  clients  are  routinely  prepared  by 
staff  accountants  in  the  audit  division,  with 
review  responsibility  in  the  tax  division.  In  other 
offices,  the  tax  division  takes  full  responsibility 
for  preparation  of  the  return.  The  trend,  how- 
ever, is  for  the  return  preparation  responsibility 
to  be  shifted  to  the  tax  division,  since  the  EDP 
system  used  by  the  firm  requires  less  manual  as- 
sembly of  data  than  had  previously  been  the  case, 
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and  the  firm  believes  that  tax  personnel  should 
make  the  judgmental  decisions.  Audit  personnel 
still  retain  the  responsibility  for  the  initial  review 
of  tax  accruals,  with  final  review  by  the  tax  division. 

In  addition  to  preparing  returns,  the 
firm  also  undertakes  to  review  tax  returns  pre- 
pared by  clients.  Unless  such  engagements  are 
limited  to  a  review  for  a  specific  purpose,  the  firm 
requires  its  tax  professionals  to  verify  informa- 
tion reported  on  the  return  to  the  same  extent  as 
if  the  firm  were  signing  the  return  as  preparer. 

The  firm  also  performs,  from  time  to 
time,  an  expanded  tax  accrual  review  for  audit 
clients  for  whom  it  does  not  perform  significant 
tax  service.  An  expanded  tax  review  is  conducted 
in  sufficient  depth  to  permit  the  firm  to  become 
substantially  informed  with  respect  to  the  client's 
tax  affairs.  These  reviews  assist  the  firm  in 
auditing  the  tax  accrual  item  in  clients'  financial 
statements,  and,  as  the  tax  division  has  become 
more  knowledgeable  about  the  tax  affairs  of  the 
firm's  audit  clients,  it  has  increased  its  services  to 
those  clients. 

(2)  Consulting  and  Representational 
Engagements 

Consulting  and  representational  work, 
whether  it  takes  the  form  of  tax  planning,  a  re- 
sponse to  a  Revenue  Agent's  Report,  or  other 
special  assignments,  inherently  involves  more 
judgmental  decisions  than  does  compliance  work. 
While  there  are  routines  to  be  followed,  these 
projects  do  not,  in  general,  involve  the  same  em- 
phasis on  assembling  and  processing  of  data  that 
return  preparation  requires. 

Increasing  the  percentage  of  consulting 
and  representational  engagements  would  thus  ap- 
pear to  require  a  relatively  greater  concentration 
of  partners  and  managers  in  the  tax  division.  The 
percentage  of  these  supervisory  professionals  to 
the  total  professional  personnel  in  the  tax  divi- 
sion has  substantially  decreased,  however — from 
39%  in  1962  to  31%  in  1975. 

The  firm  has  recognized  this  problem 
and  is  moving  toward  correcting  the  imbalance 
at  the  manager  level.  The  corrective  measure 
taken — adding  more  staff  accountants — itself 
aggravates  the  imbalance  during  the  period 
before  these  staffmembers  can  be  advanced  to 
manager.  The  firm  is  also  exploring  methods 
which  would  reduce  the  time  required  to  give  a 


staff  accountant  sufficient  exposure  to  advance 
him  to  manager.  We  believe  that  if  such 
methods  can  be  found,  this  course  would  be  the 
preferable  solution. 

Members  of  the  firm  appear  to  be  sensi- 
tive to  the  need  to  guard  constantly  against  a  loss 
of  objectivity  when  the  firm  prepares  a  tax  re- 
turn, reporting  or  characterizing  transactions 
which  the  firm  has  had  responsibility  for  plan- 
ning or  when  the  firm  has  the  audit  responsibility 
of  reviewing  a  contingent  liability  for  taxes  and 
the  firm  has  been  employed  in  these  matters. 

In  discussing  with  clients  valid  alterna- 
tives that  may  be  available  in  tax  matters,  it  is 
the  policy  of  the  firm  to  review  with  the  client  at 
that  time  the  audit  consequences  of  each  avail- 
able course  of  action  rather  than  to  have  them 
brought  up  later  as  a  separate  audit  problem. 
Thus  the  client,  in  choosing  the  course  to  be 
taken,  accepts  such  resulting  audit  requirements 
as  the  recognition  of  a  material  contingency  in  a 
footnote  to  the  balance  sheet  or  a  qualification 
in  the  auditor's  opinion.  This  policy  provides 
safeguards  against  pressures  that  might  other- 
wise be  put  on  an  accountant  to  compromise 
objectivity  where,  after  the  tax  decision  has 
been  implemented,  the  client  resists  adverse  audit 
consequences  not  called  to  his  attention  in  the 
planning  stage. 

In  a  large  percentage  of  its  consulting 
and  representational  cases,  the  firm's  accountants 
are,  in  varying  degrees,  working  in  association 
with  the  client's  attorney.  Since  these  areas  of 
practice,  which  are  discussed  in  detail  below,  are 
assuming  increasing  importance  in  the  firm's  tax 
practice,  and  since,  in  such  cases,  the  responsi- 
bility for  achieving  an  effective  result  is  fre- 
quently shared  with  lawyers,  we  believe  the  firm's 
relationship  with  lawyers  is  a  very  important 
subject  for  examination.  In  reviewing  the  areas  of 
practice  discussed  below,  we  paid  particular  at- 
tention to  the  firm's  relationship  with  attorneys 
and  to  the  effect  this  relationship  had  on  issues 
of  quality  control.  We  also  examined  the  firm's 
sensitivity  to  potential  questions  of  the  un- 
authorized practice  of  law  in  areas  where  the  two 
disciplines  overlap. 

The  Vice  Chairman — Tax  Practice  has 
recently  announced  new  procedures  for  confirm- 
ing in  writing  to  a  client  the  nature  and  scope  of 
the  firm's  responsibility  in  a  tax  engagement.  It 
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pnmdes  that  where  the  project  is  to  be  carried 
out  through  a  "well  coordinated  joint  team 
effort"  with  other  professional  advisers,  such  as 
lawyers,  actuaries,  and  insurance  agents,  a 
necessary  part  of  such  a  team  effort  must  be  a 
jointly  developed  project  program  which  lists  the 
steps  that  must  be  done  to  successfully  carry  out 
the  project,  assigns  responsibility  for  them  to  the 
various  appropriate  team  members  and  provides 
backup  protection  by  the  interchange  of  all  work 
products  among  all  team  members."  It  points  out 
that  where  the  efforts  of  the  firm  and  other 
r-;fev5:;:.i.?  rr  osed  :y  ■  dieBl  M  •  proged 
without  a  joint  team  effort,  the  risks  to  everyone, 
including  the  client,  are  substantially  increased. 
It  directs  that  under  such  circumstances  the 
firms  "specific  responsibilities  must  be  careful- 
ly defined  and  communicated  to  the  client." 
We  commend  this  policy  and  encourage  its  care- 
ful observance  . 

(a)  Tax  Planning,  Civil  Tax  Controversies,  and  Tax 
Fraud  Matters 

The  Board  found  considerable  evidence 
that  the  firm  gives  appropriate  consideration  to 
the  ethical  questions  raised  by  accountants 
engaged  in  a  tax  practice.  These  questions  are 
particularly  related  to  the  consulting  and  repre- 
sentational engagements  because  in  this  area  of 
the  practice,  perhaps  more  than  any  other,  the 
disciplines  of  law  and  accounting  meet  and  often 
overlap.  Few  significant  tax  questions  are  pure 
accounting  questions:  neither  are  they  pure  ques- 
tions of  law.  The  firm  has  properly  recognized 
that  clients  are  best  served  when  the  skills  of  the 
two  professional  disciplines  are  jointly  brought  to 
bear  on  a  problem.  In  addition,  the  firm  realizes 
that  it  is  better  served,  since  the  independent 
analysis  of  the  client's  attorney  offers  a  valuable 
protection  against  error  and  an  additional  assur- 
ance that  the  problem  areas  of  a  particular  trans- 
action have  been  uncovered  and  resolved. 

The  Vice  Chairman — Tax  Practice  has 
stated  forcefully  that,  on  substantial  matters,  a 
client  is  best  served  when  its  lawyers  and  ac- 
countants perform  as  a  team,  with  each  con- 
tributing from  a  different  background  of  training 
and  expertise. 

We  noted  a  number  of  specific  areas 
where  the  firm  has,  for  ethical  reasons,  restricted 
the  scope  of  its  practice.  For  example,  in  any  mat- 


ters which  may  involve  tax  fraud,  it  is  the  policy 
of  the  firm  not  to  continue  representing  a  client  in 
any  capacity  until  that  client  has  retained  legal 
counsel.  Also,  the  firm  will  withdraw  from  any 
matter  when  it  suspects  a  client  may  have  com- 
mitted fraud,  unless  the  client  takes  immediate 
steps  to  put  his  tax  affairs  in  order,  and  unless  it 
appears  that  any  omission  of  items  of  income  was 
not  willful.  Finally,  the  Vice  Chairman — Tax 
Practice  is  informed  of  all  matters  where  there  is 
a  possible  implication  of  tax  fraud  in  a  matter  in- 
volving a  client. 

In  civil  matters,  the  firm  handles  tax 
controversies  in  administrative  proceedings  with- 
in the  Internal  Revenue  Service.  The  firm  will 
not.  however,  file  a  petition  in  the  Tax  Court,  and 
it  advises  clients  to  seek  legal  assistance  when 
there  appears  to  be  a  "high  likelihood"  that  a 
matter  is  destined  for  litigation. 

Difficult  decisions  for  accountants  in 
this  area  can  arise  in  attempting  to  identify,  at  an 
early  stage,  matters  which  have  a  high  potential 
for  litigation.  Moreover,  we  believe  a  client's 
regular  attorney,  if  well  versed  in  tax  matters, 
can  often  be  of  material  assistance  in  advising  on 
the  administrative  handling  of  substantial  mat- 
ters within  the  Internal  Revenue  Service.  For 
example,  settlements  in  the  Appellate  Division  of 
the  Internal  Revenue  Service  frequently  involve 
a  weighing  of  the  hazards  of  litigation.  Included 
in  this  judgment  are  considerations  of  the 
availability  and  admissibility  of  evidence  and  the 
evaluation  of  potential  witnesses.  There  is  sub- 
stantial evidence  that  the  firm  works  effectively 
with  practicing  attorneys  in  these  matters. 

Based  on  these  observations,  we  find 
that  the  policies  of  the  tax  division  in  working 
with  lawyers  and  other  professionals,  as  enunci- 
ated by  the  Vice  Chairman— Tax  Practice,  are 
well  designed  to  serve  the  interests  of  clients  and 
the  firm.  We  believe  that  they  are  generally  ob- 
served within  the  firm. 

(b)  Family  Tax  Planning 

The  tax  division  has  developed  a  highly 
specialized  expertise  in  family  tax  planning.  The 
firm  has  produced  and  copyrighted  a  computer 
program  called  "Exectax."  which  is  designed  to 
compute  the  tax  consequences  of  potential  invest- 
ments and  estate  plans,  taking  into  account  a 
number  of  alternate  possibilities  in  valuation. 
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The  program,  which  appears  to  be  highly  sophis- 
ticated and  flexible,  has  proved  to  be  an  invalu- 
able aid  in  family  tax  planning  decisions.  It 
makes  complex  calculations  with  speed  and  ac- 
curacy and  provides  almost  instantaneous  re- 
trieval of  data  relating  to  an  individual  client. 

Questions  raised  by  accountants'  par- 
ticipation in  estate  planning  matters  have,  of 
course,  troubled  both  the  legal  and  the  account- 
ing professions  for  some  time.  The  firm  limits  the 
scope  of  its  practice  in  estate  planning  matters 
and  recognizes  that  certain  skills  not  offered  by 
the  firm,  such  as  investment  and  insurance  coun- 
seling and  legal  interpretation  and  draftsman- 
ship, are  required  in  complete  financial  planning. 
The  firm  prohibits  its  professionals  from  drafting 
any  part  of  a  legal  document.  The  firm's  policies 
in  this  regard  appear  to  be  in  accord  with  a  recent 
statement  of  policy  of  the  National  Conference  of 
Lawyers  and  Certified  Public  Accountants. 

The  Exectax  service  provides  a  level  of 
sophistication  in  estate  planning  computations 
that  many  law  firms,  operating  without  the  bene- 
fit of  an  EDP  system,  could  not  match  or.  at 
least,  could  not  economically  justify.  However, 
the  computations  on  an  Exectax  schedule  are 
only  as  valuable  as  the  entries  on  which  these 
computations  are  based.  Frequently,  such  entries 
depend  upon  difficult  questions  of  valuation  of 
assets  held  by  the  client,  such  as  stock  in  a  closely 
held  corporation  or  real  estate.  Many  other  judg- 
mental decisions  depend  upon  analysis  of  lan- 
guage in  legal  instruments,  such  as  reviewing  the 
validity  of  a  marital  deduction  clause,  determin- 
ing the  ownership  of  an  insurance  policy,  or  con- 
sidering whether  a  power  of  appointment  is  gen- 
eral or  special.  The  firm  recognizes  that  analysis 
of  provisions  of  wills  and  other  instruments 
should  ultimately  be  made  by  the  client's  attor- 
ney, and  thus  acknowledges  the  value  of  a  team 
of  professionals  in  estate  planning  mar 

(c)  Tax  Incentive  Programs 

The  firm  imposes  strict  limitations  on 
its  practice  in  the  tax  incentive  or  tax  shelter 
area.  Its  intent  is  to  avoid  representing  ventures 
which  lack  substance,  while  at  the  same  time 
making  its  services  available  to  reputable,  eco- 
nomically sound  programs.  The  firm  will  repre- 
sent only  continuing  clients  in  this  area.  Among 
other  requirements,  before  associating  the  firm's 


name  with  any  tax  incentive  program,  the  firm 
must  be  satisfied  with  the  business  and  - 
reputations  of  the  principals  in  the  transaction 
and  of  their  legal  counsel.  The  firm  insisv 
its    professionals  --.selves    that    the 

transaction  has  economic  substance  apart  from 
the  expected   tax   benefits.   It  also  insisv 
the  principals  in  such  tax  shelter  vehicles  com- 
municate regularly  with  investors  on  areas  of 
tax  exposure. 

Board  observed  examples  of  the 
firm's  services  in  connection  with  ventures  of  this 
type,  and  the  firm's  stated  policies  appear  to 
be  followed  in  practice.  The  firm  understands  the 
importance  of  participation  by  attorneys  in 
rea  and  having  legal  opinions  to  verify,  for 
example,  that  an  entity  is  properly  formed 
as  a  partnership  or  that  a  loan  is  a  nonre- 
course obligation. 

Assessment  of  the  Firm's  Tax  Practice 

As  a  result  of  our  review,  we  believe  that 
the  firm's  tax  division  is  rendering  professional 
service  to  its  clients  that  is  consistently  of  a  high 
quality,  and  that  the  firm  has  established  and  ad- 
heres to  strict  and  comprehensive  ethical  stan- 
dards. This  conclusion  is  based  on  a  number  of 
findings,  as  set  forth  below. 

-  firm  has  committed  itself  to  estab- 
lishing a  tax  practice  of  high  professional  quali- 
:y  -r.d  has  backed  that  commitment  by  in 
ing  substantial  resources  in  measures  designed  to 
achieve  the  desired  level  of  quality  and  in  con- 
trolling and  monitoring  the  work  product.  As  a 
result,  the  firm  seems  largely  to  have  surmounted 
most  of  the  difficulties  in  achieving  a  "one  firm" 
approach  in  its  practice.  The  Vice  Chairman — 
Tax  Practice  has  established  a  strong  central 
leadership.  Each  professional  interviewed  ap- 
peared to  be  conforming  to  the  policies  estab- 
lished by  this  central  authority. 

In  the  course  of  our  review,  two  days 
were  spent  in  the  firm's  world  headquarters  in 
Chicago  reviewing  with  the  Vice  Chairman — 
Tax  Practice  the  problems  submitted  to  him  by- 
members  of  the  firm  over  the  past  several 
months.  The  questions  presented  were  varied, 
and  included  complicated  statutory  and  regula- 
tory interpretations,  questions  of  the  weight  to  be 
accorded  legal  opinions  supplied  by  clients'  coun- 
sel, possible  conflicts  of  interest  between  two  of 
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the  firm's  clients,  and  the  participation  by  the 
firm  in  a  matter  subject  to  a  fraud  investigation 
by  a  special  agent  of  the  Internal  Revenue  Serv- 
ice. Careful  independent  judgment  was  exercised 
in  determining  the  position  the  firm  should  take 
on  such  matters. 

On  an  operational  level,  the  tax  division 
places  very  strong  reliance  upon  procedural 
controls  to  assure  the  quality  of  its  practice  on 
the  theory  that  if  these  procedural  controls  are 
followed,  any  risk  of  error  is  substantially 
reduced.  The  most  fundamental  of  these  controls 
is  the  tiered,  or  layered,  system  of  reviews.  This 
system  is  most  visible  in  the  preparation  of 
income  tax  returns,  where  a  return  prepared 
by  a  staff  accountant  is  "referenced"  by  a 
senior,  reviewed  by  a  manager,  and  reviewed 
again  by  a  partner. 

In  the  current  year,  the  firm  has  intro- 
duced forms  which  must  be  completed  by  the 
manager  and  the  partner  on  each  significant  tax 
engagement,  including  each  income  tax  return 
prepared  by  the  firm.  These  forms,  in  essence, 
require  the  manager  and  partner  to  verify  that 
they  have  made  a  professional  review  of  the  file, 
that  the  file  is  in  good  order,  and  that  the  firm's 
quality  control  procedures  have  been  followed. 
We  found  near  unanimity  in  the  opinion  that  the 
use  of  these  forms  has  significantly  tightened 
the  quality  control  in  the  preparation  of  income 
tax  returns. 

We  sought  to  determine  whether  the 
controls  imposed  by  the  firm  might  create  on  the 
part  of  some  accountants  an  attitude  that 
diligence  was  unnecessary  since  one  or  more  ex- 
perienced reviewers  would  review  the  product  for 
accuracy  and  completeness.  Some  staff  account- 
ants, particularly  those  who  had  had  the  least  op- 
portunity to  work  directly  with  partners  in  the 
firm,  described  their  function  as  "a  cog  on  the 
wheel,"  and  expressed  a  feeling  of  remoteness 
from  the  final  product.  Most,  however,  agreed 
that  the  additional  reviews  were  helpful,  and  in- 
dicated that  the  reviews  stimulated  them  to  put 
forth  a  greater  effort  in  order  to  impress  partners 
and  managers. 

Like  the  audit  division,  the  tax  division 
has  adopted  a  program  to  monitor  the  extent  to 
which  the  tax  division  in  each  office  follows  the 
quality  control  procedures  developed  by  the  firm. 
Under  this  program,  called  "tax  working  paper 


reviews,"  the  tax  division  in  each  office  is 
reviewed  by  a  tax  partner  from  some  other  office 
once  every  three  years.  These  reviews  take  about 
one  week  to  complete,  and  generally  involve  the 
review  of  approximately  ten  to  twelve  separate 
tax  engagements.  In  the  case  of  reviews  of  the 
larger  offices,  such  as  Chicago  and  New  York, 
the  reviews  are  conducted  by  a  team  which 
may  include,  in  addition  to  partners,  one  or  more 
managers,  and  significantly  more  engagements 
are  reviewed.  These  reviews,  like  those  in  the 
audit  area,  appear  to  be  competently  performed 
and  to  contribute  significantly  to  the  mainte- 
nance of  a  high  level  of  quality  throughout  the 
tax  division. 

The  firm  has  developed  tax  practice 
specialists  in  particular  areas  of  its  tax  practice. 
These  experts,  including  both  partners  and  man- 
agers, are  located  throughout  the  firm,  and  are 
widely  consulted  on  matters  within  their  area  of 
special  competence. 

A  substantial  investment  has  been  made 
by  the  firm  in  developing  a  facility  and  the  mate- 
rials for  training  tax  professionals;  significant 
amounts  of  the  time  of  experienced  tax  profes- 
sionals are  committed  to  the  training  function. 

The  firm  for  many  years  has  maintained 
standardized  organization  and  indexing  of  its 
audit  working  paper  files.  We  have  observed  that 
such  a  standardized  approach  would  be  desirable 
for  tax  return  working  paper  files.  The  firm  has  a 
task  force  working  to  accomplish  this  objective. 

The  firm's  tax  practice  is  based  upon 
carefully  drawn  and  strictly  applied  ethical  stan- 
dards. Care  is  exercised  in  the  acceptance  of  new 
client  representation.  Moreover,  it  appears  to  us 
that  the  firm's  tax  professionals  exercise  a  high 
degree  of  independence  in  the  performance  of 
their  services. 

The  firm's  personnel  selection  and  pro- 
motion practices  have  created  a  group  of  tech- 
nically competent  and  industrious  tax  partners 
and  managers  who  are  energetic  in  identifying 
client  problems  and  responding  to  client  needs. 

In  the  performance  of  its  tax  work,  the 
firm  appears,  generally,  to  have  won  the  respect 
of  other  accountants  and  attorneys.  The  firm's 
tax  professionals  appear  sensitive  to  questions  of 
unauthorized  practice  of  law  and,  equally  im- 
portant, aware  of  the  contribution  made  by  attor- 
neys for  total  client  service. 
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Proposals  with  Respect  to  Tax  Practice 

Based  on  our  review  of  the  firm's  tax 
practice,  we  offer  several  proposals: 

First,  we  noted  that  in  a  number  of  re- 
spects the  organization  and  procedures  of  the  tax 
division,  apparently  for  historical  reasons,  corre- 
spond to  those  used  in  the  audit  division.  We 
believe  that  the  firm  should  critically  examine  the  ap- 
propriateness of  such  an  organizational  structure  in 
the  tax  division.  For  one  thing,  the  organizational 
"pyramid"  used  in  the  tax  division,  although  nar- 
rower at  the  base  than  the  audit  pyramid  and 
producing  considerably  fewer  chargeable  hours, 
nevertheless  leads  us  to  question  the  ability  of 
the  partners  and  managers  in  the  tax  division 
effectively  to  supervise  the  amount  of  profes- 
sional time  expected  of  them  when  that  time 
is  increasingly  spent  in  making  judgmental 
decisions,  as  contrasted  with  assembling  and 
processing  data. 

Furthermore,  seniors  and  staff  account- 
ants in  the  tax  division,  like  those  in  the  audit 
division,  are  not  furnished  private  office  space. 
Unlike  audit  assignments,  however,  which  may 
largely  be  completed  away  from  the  firm's  offices, 
tax  work  often  requires  close  scrutiny  of  detailed 
material  in  a  quiet  and  suitable  working  environ- 
ment. We  also  noted  that  the  secretarial  assis- 
tance provided  the  tax  division  is  sometimes 
inadequate.  This  has  the  result  of  encouraging 
staff  to  draft  memoranda  in  longhand  and  to  con- 
duct research  by  photocopying  case  materials.  It 
.may  also  discourage  the  careful  editing  and  re- 
drafting necessary  to  produce  a  precise,  high- 
quality  product. 

Second,  we  noted  some  instances  in  our 
review  where  the  partner's  only  participation  was 
in  the  role  of  reviewer.  We  believe  that  there  should 
be  more  intensive  personal  involvement  by  the  firm's 
tax  partners  in  all  stages  of  the  performance  of  tax 
engagements  to  assure  the  quality  of  the  work  prod- 
uct and  contribute  to  the  development  of  younger 
professionals  in  the  firm.  As  in  the  case  of  audit 
practice,  we  believe  that  active  participation  in 
the  early  stages  of  the  work  is  the  only  way 
the  engagement  partner  can  assure  himself 
that  all  relevant  alternatives  have  been  con- 
sidered and  all  pertinent  questions  raised  and  sat- 
isfactorily resolved. 

Third,  we  think  the  firm  should  increase  its 
efforts  to  integrate  all  new  professional  employees  of 


the  tax  division  more  quickly  and  effectively  into  the 
operations  of  the  firm.  This  would  generate  in  these 
new  members  a  sense  of  loyalty  to  the  firm  and 
would  encourage  them  to  view  themselves  as 
practicing  professionals.  Some  new  staffmembers 
do  not  appear  to  be  used  as  effectively  as  possible 
by  the  firm,  and  some  of  them  evidenced  poor 
morale  which  could  adversely  affect  their  per- 
formance. Our  discussions  with  selected  staff- 
members  disclosed  that  their  morale  and  job 
satisfaction  improve  as  they  participate  in  re- 
search projects  and  work  directly  with  partners. 
Tax  practice  is,  of  course,  cyclical — with  a  large 
part  of  the  compliance  work  concentrated  in  the 
winter  and  spring.  We  believe,  however,  that  new 
staffmembers  can,  with  supervision,  be  helpful  in 
performing  consulting  work,  which  is  more 
evenly  distributed  throughout  the  year,  and  that 
such  use  of  staff  accountants,  which  is  being 
accomplished  in  a  number  of  the  firm's  offices,  is 
desirable  in  increasing  their  experience  and  in  ad- 
vancing their  professional  development. 

Fourth,  the  firm  should  give  increased  at- 
tention in  its  educational  programs  and  otherwise  to 
improving  the  skills  required  in  making  effective 
written  presentations.  In  the  documents  we  re- 
viewed, we  noted  several  instances  of  imprecise  or 
inadequate  writing.  These  occurred  in  letters  and 
memoranda  to  clients  and  in  protests  and  rul- 
ing requests.  We  believe  this  problem  would  be 
alleviated  by  greater  involvement  on  the  part  of 
partners  in  the  preparation  and  editing  of 
such  documents.  Also,  more  meticulous  editing 
of  drafts  by  partners  or  managers  would  offer 
invaluable  training  to  the  young  professionals 
in  the  firm. 

Fifth,  the  firm  should  make  a  greater  effort 
to  generate  an  increased  tax  sophistication  on  the 
part  of  its  audit  personnel.  We  recommend  that 
the  engagement  partner  in  the  audit  division 
review  the  tax  return  of  each  audit  client  before 
it  is  submitted. 

Sixth,  we  believe  that  the  tax  working  paper 
reviews  could  be  improved.  As  in  the  audit  area,  we 
think  the  firm  should  consider  expanding  the  use 
of  managers  in  the  performance  of  the  reviews. 
Also,  we  question  whether  the  reviews  conducted 
by  the  firm  adequately  evaluate  the  level  of  total 
service  to  a  client.  We  note  that  at  least  one  other 
major  firm  conducts  a  joint  review  of  its  audit, 
tax,  and  administrative  services  practice.  This 
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type  of  review  would  seem  to  be  well  calculated 
to  permit  the  formation  of  a  judgment  on  total 
service  to  a  client. 

Seventh,  we  recommend  that  the  firm's  tax 
professionals  at  all  levels  keep  account  of  their  time 
more  precisely  than  in  half-hour  increments.  An  in- 
dividual's time  on  a  tax  engagement,  and  par- 
ticularly the  time  of  a  partner,  can  seldom  be 
precisely  segmented  into  half-hour  divisions. 
Timekeeping  in  this  manner,  particularly,  with 
hourly  rates  for  United  States  tax  partners  rang- 
ing from  $95  to  $154  per  hour,  may  result  in 
undercharging  some  clients  and  overcharging 
others,  or  in  failing  to  charge  when  recurring 
small  amounts  of  time  are  required. 

The  firm's  policy  is  that  each  client 
should  be  made  fully  aware  of,  and  should  take 
full  responsibility  for,  all  representations  made  to 
the  Internal  Revenue  Service  on  its  behalf,  in- 
cluding those  made  in  tax  returns.  We  doubt, 
however,  whether  this  policy  is  fully  implemented 
in  all  cases.  Many  individual  clients  have  little 
tax  awareness  and  do  not  fully  understand  the 
entries  on  their  own  tax  returns.  This  problem  is 
aggravated  by  a  recurring  departure  from  firm 
procedures  in  return  preparation  noted  in  the 
working  paper  reviews,  i.e.,  that  frequently 
returns  are  mailed  to  the  client  too  late  to  permit 
adequate  time  for  review  of  the  returns  prior  to 
filing.  Accordingly,  we  recommend  that  the  firm 
adopt  a  practice  whereby  the  partner  or  manager 
meets  with  each  individual  client  as  soon  as  the  re- 
turn is  complete  and  explains  the  items  on  the  re- 
turn. Such  a  personal  conference  would  serve 
as  a  useful  check  in  the  preparation  of  the  return, 
and  would  help  ensure  that  the  client  is  not  aware 
of  any  unreported  transactions.  Although  this 
is  done  now  in  many  instances,  it  should  be 
universally  followed  to  assure  that  the  firm's 
individual  clients  do  in  fact  understand  and  take 
responsibility  for  the  factual  information  in 
their  tax  returns. 

Finally,  we  believe  that  a  partner  or  man- 
ager with  responsibility  for  the  preparation  of  an  in- 
dividual return  should  personally  contact  the  client 
before  year-end  to  discuss  any  projected  tax  liability 
and  the  planning  steps  which  may  appropriately  be 
accomplished  prior  to  year-end.  Such  an  initial  in- 
terview should  occur  after  a  preliminary  review 
of  the  client's  records  for  that  year.  We  under- 
stand that  while  all  offices  adhere  to  this  policy 


with  respect  to  some  clients,  it  is  not  uniformly 
followed  as  to  the  returns  of  all  clients.  We 
believe  that  if  an  individual's  return  does  not  jus- 
tify this  level  of  investment  of  time  by  the  tax 
division,  the  firm  should  consider  discontinuing 
the  preparation  of  the  return. 

C.  Review  of  Administrative  Services  Practice 

The  third  major  area  of  work  in  which 
Arthur  Andersen  &  Co.  is  engaged  is  designated 
as  "administrative  services."  This  work,  which 
represents  approximately  16%  of  the  firm's  bill- 
ings, consists  of  a  broad  spectrum  of  accounting- 
related  services  other  than  auditing  and  tax. 
Comparable  services  provided  by  other  public  ac- 
counting or  consulting  firms  are  variously  de- 
scribed by  such  names  as  management  advisory 
services  or  management  consulting. 

Because  of  the  importance  of  this  area 
of  the  firm's  practice,  and  because  the  highly 
technical  nature  of  much  of  the  work  in  itself 
makes  evaluation  by  us  difficult,  we  have  decided 
to  continue  our  review  of  administrative  services 
for  another  year  before  undertaking  to  reach  any 
conclusions  or  make  any  recommendations  with 
respect  to  it.  Our  report  this  year  with  regard  to 
administrative  services  is  therefore  limited  to  the 
question  of  whether  the  administrative  services 
performed  by  Arthur  Andersen  &  Co.  in  any  way 
jeopardize  the  firm's  independence  in  carrying 
out  its  principal  mission,  i.e.,  auditing. 

As  we  understand  it,  the  providing  of 
administrative  services  by  public  accounting 
firms  developed  naturally  over  the  years  as  a  by- 
product of  auditing.  Because  of  their  broad  ex- 
perience with  accounting  systems  and  matters 
observed  during  their  examination  of  a  client's 
financial  statements,  auditors  were  frequently 
asked  for  recommendations  with  respect  to  the 
client's  systems  needs.  This  relationship  arose 
and  grew  in  many  cases  without  formal  recogni- 
tion that  it  involved  a  separate  area  of  profes- 
sional services. 

Following  World  War  II,  the  demand 
for,  and  complexity  of,  administrative  services 
expanded  rapidly.  The  installation  in  1954  of  the 
first  electronic  computer  devoted  to  accounting 
purposes  opened  an  entirely  new  field — one  which 
has  grown  continuously  to  the  present  time.  New 
analytical  techniques,  such  as  operations  research 
(i.e.,  the  use  of  statistical  and  mathematical  tools 
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and  models),  came  into  widespread  use  during  the 
same  period.  The  systems  and  computer-oriented 
services  performed  by  public  accounting  firms 
have  expanded  rapidly. 

In  addition  to  systems  and  other  ac- 
counting-related work,  some  leading  firms  pro- 
vide services  in  such  areas  as  executive  search, 
organization  studies,  psychological  testing,  and 
actuarial  work. 

Preservation  of  the  Firm's  Independence 

It  is  the  broad  nature  of  these  ancillary 
services,  rather  than  the  fees  derived  from  them, 
that  has  caused  some  critics,  both  inside  and  out- 
side the  profession,  to  fear  that  performance  of 
such  services  may  impair  a  firm's  independence. 
An  auditor  who  maintains  a  client's  accounting 
records  cannot  later  independently  audit  his  own 
work.  Neither  can  he  operate  in  a  management 
decision-making  capacity  for  an  audit  client.  The 
same  questions  of  independence  might  be  raised 
if  the  auditor  reports  on  the  work  of  one  whom  he 
has,  as  a  practical  matter,  selected  to  be  in  charge 
of  a  client's  accounting  function. 

In  its  internal  publication,  Ethical  Stan- 
dards, Arthur  Andersen  &  Co.  has  set  forth 
scope-of-practice  guidelines  for  administrative 
services  work  that  are  designed  to  limit  its  prac- 
tice to  accounting-related  services  which  do  not 
involve  the  firm  in  management  decision  making. 
Clients'  supervisory  personnel  are  expected  to 
participate  directly  in  most  administrative  serv- 
ices engagements  since  this  participation  rein- 
forces the  client's  primary  responsibility  for  deci- 
sion making. 

Arthur  Andersen  &  Co.  has  carefully 
avoided  expanding  in  many  directions  which 
might  adversely  affect  the  independence  of  its 
auditing  function.  It  avoids  the  so-called  "soft" 
sciences,  such  as  psychological  testing,  and  it 
does  not  perform  actuarial  services  for  any  of  its 
clients.  Other  examples  of  services  that  are  care- 
fully avoided  include  marketing  surveys  designed 
to  develop  recommendations  with  respect  to  sig- 
nificant territorial  or  product-line  expansions  or 
contractions,  and  also  studies  leading  to- recom- 
mendations with  respect  to  significant  corporate 
expansions,  contractions,  relocations,  or  renova- 
tions. The  firm's  concentration  is  on  major  sys- 
tems and  related  work.  Furthermore,  there  is  no 
executive  search  program.  The  firm  does  help  its 


clients  and  occasionally  others  by  furnishing  the 
names  of  possible  candidates  for  financial  and  ac- 
counting positions,  and  will  assist  in  screening 
potential  candidates.  It  is  normally  paid  on  a 
time  basis  for  these  services.  The  firm  does  not 
recommend  the  selection  of  particular  candidates. 
Based  on  our  review  of  the  scope  of 
the  firm's  administrative  services  practice,  we 
believe  that  there  is  no  present  cause  for  gen- 
uine concern  that  the  firm's  practice  impinges  on 
management  decision  making  or  otherwise  jeop- 
ardizes the  independent  performance  of  its 
auditing  responsibilities. 

IV.    LITIGATION   INVOLVING  ACCOUNTANTS 

In  recent  years,  the  volume  of  civil 
litigation  against  professionals  has  expanded 
greatly.  Doctors,  lawyers,  and  accountants  have 
become  targets  in  increasing  numbers  of  damage 
actions.*  Arthur  Andersen  &  Co.  has  been  affect- 
ed by  this  trend,  as  have  other  accounting  firms. 

The  proliferation  of  lawsuits  filed 
against  accountants  may  be  related  in  part  to  the 
investment  climate  of  what  has  been  referred  to 
as  the  "go-go  60s" — a  period  when  the  investing 
public  viewed  the  prospects  for  continuing  eco- 
nomic expansion  and  increased  stock  prices  as 
virtually  infinite.  The  stock  market,  however,  is 
not  insulated  from  the  cyclicalities  of  history;  as 
the  1960s  became  the  early  1970s,  money  tight- 
ened, interest  rates  increased,  growth  slowed,  new 
ventures  collapsed,  enterprises  which  were  the 
product  of  mergers  and  acquisitions  were  unable 
to  maintain  the  upward  curve  of  earnings 
growth — and,  as  a  result  of  these  and  other 
developments,  stock  prices  dropped  precipitously. 
And,  of  course,  not  all  market  declines  were  at- 
tributable to  such  "natural"  causes  as  the  business 
cycle  and  interest  rates.  The  mood  of  the  1960s, 
both    optimistic    and    opportunistic,     provided 


*As  The  American  Assembly  noted  in  its  1974-75  Report 
(p.l):  ".  .  .  1974-75  [was]  a  year  of  general  professional 
malaise.  Credits  and  reputations  were  blasted  in  all  profes- 
sions. Lawyers  were  'expensive  and  frightening. '  Man- 
agement professionals  were  under  more  attack  than  ever, 
especially  if  they  belonged  to  a  multinational  corporation. 
The  word  doctor  was  unison  to  malpractice.  No  profession 
seemed  above  scrutiny.  Part  of  the  melancholy  was  based  on 
the  bald  fact  of  bad  performance,  part  on  'wrong  knowl- 
edge.' In  any  case,  to  be  temperate  or  optimistic  about 
anything  was  to  be  almost  suspect. " 
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the  occasion  for  financial  skullduggery  by  those 
talented  in  manipulating  accounts  and  reported 
income.  Thus,  part  of  the  overall  decline  of  the 
early  1970s  was  due  to  the  collapse  of  high-fly- 
ing companies  whose  managers  were  later  to  be 
charged  by  the  SEC  and  other  law  enforcement 
agencies  with  stock  manipulation  and  securities 
fraud.  The  accounting  profession  is  not  without 
blame  for  its  failure  to  identify  the  realities 
behind  some  transactions,  rather  than  simply 
deciding  that  the  accounts  were  in  accordance 
with  generally  accepted  accounting  principles. 

In  this  environment,  and  with  many  of 
the  offending  companies  and  individual  entre- 
preneurs themselves  bankrupt,  many  injured  in- 
vestors turned  their  attention  to  other  potential 
targets  from  whom  recovery  was  possible,  and 
accounting  firms  proved  to  be  among  the  more 
solvent  targets. 

Likewise,  the  SEC,  in  an  effort  to 
elevate  the  standards  of  financial  disclosure,  in- 
stituted a  number  of  civil  complaints  against  ac- 
countants, in  a  few  instances  recommending  that 
the  Justice  Department  initiate  criminal  pros- 
ecutions. The  SEC's  activities  frequently  trig- 
gered the  filing  of  civil  damage  actions  by  private 
plaintiffs  against  accountants. 

Arthur  Andersen  &  Co.  has  had  experi- 
ence with  both  criminal  and  civil  litigation.  In 
the  only  criminal  case  involving  personnel  of 
Arthur  Andersen  &  Co.,  two  partners  and  one 
manager  were  indicted  and  tried  in  1974  for  al- 
leged criminal  violations  arising  out  of  work  per- 
formed for  Four  Seasons  Nursing  Centers  of 
America.  This  case  resulted  in  acquittal  of  two  of 
the  Arthur  Andersen  &  Co.  defendants  by  a  jury, 
and  the  trial  court  later  dismissed  the  indictment 
as  to  the  third  defendant.  The  firm  strongly  sup- 
ported these  three  individuals  throughout  this 
difficult  period. 

On  July  8,  1974,  the  SEC  issued  its  Ac- 
counting Series  Release  No.  157,  arising  out  of  a 
Rule  2(e)  proceeding  involving  Arthur  Andersen 
&  Co.  The  SEC's  Order  censured  the  firm  for 
failure  to  make  certain  disclosures  to  the  SEC 
in  the  course  of  discussions  about  the  firm's 
independence,  and  related  also  to  certain  work 
performed  by  the  firm  for  Whittaker  Corpora- 
tion and  a  settlement  agreement  entered  into 
between  Whittaker  and  the  firm.  Arthur  Ander- 
sen &  Co.  has  stated  that  it  consented  to  the  cen- 


sure order  solely  for  purposes  of  settling  the  mat- 
ter, without  admitting  or  denying  any  of  the 
allegations,  findings,  or  conclusions  set  forth  in 
the  SEC's  Release. 

There  are,  as  of  August  31,  1975,  civil 
lawsuits  pending  against  the  firm  or  its  personnel 
involving  33  of  the  thousands  of  clients  or  former 
clients  of  the  firm.  Virtually  all  of  these  lawsuits 
are  related  to  the  firm's  audit  work,  rather  than 
tax  or  administrative  services.  This  number  of 
presently  pending  litigation  situations  compares 
with  lawsuits  involving  28  clients  or  former 
clients  pending  as  of  March  31,  1973,  and  34 
clients  or  former  clients  as  of  March  31,  1974. 
There  are  no  pending  SEC-initiated  actions 
against  the  firm  seeking  injunctive  or  other  relief, 
and  there  are  no  internal  SEC  administrative  pro- 
ceedings (conducted  under  the  Commission's  Rule 
2(e))  against  the  firm  or  any  of  its  personnel. 

The  causes  that  produce  lawsuits 
against  accountants  are  varied.  They  include  the 
lure  of  potential  settlements  acquiesced  in  by 
reluctant  defendants  to  avoid  mushrooming  liti- 
gation costs  and  the  threat  of  adverse  judgments 
in  the  millions  of  dollars.  The  developing  law  of  ac- 
countants' liability,  in  particular  the  doctrines  of 
"aiding  and  abetting"  and  obligatory  disclosure 
under  Rule  10b-5  under  the  Securities  Exchange 
Act  of  1934,  and  the  complex  factual  circum- 
stances which  often  produce  or  accompany  corpo- 
rate collapse,  make  it  relatively  easy,  even  in  weak 
cases,  for  -skilled  plaintiffs'  counsel  to  draft  com- 
plaints which  will  survive  summary  disposition. 

In  assessing  the  significance  or  insig- 
nificance of  lawsuits  against  the  firm,  we  believe 
that  the  most  important  fact  is  that  litigation  has 
afflicted  all  professionals — and,  within  the  ac- 
counting profession,  all  major  firms.  Despite  the 
number  of  complaints  brought  against  Arthur 
Andersen  &  Co.,  there  has  never  been  an  adverse 
judgment  against  the  firm  in  a  malpractice  case. 
Complaints  have  either  been  withdrawn,  or  dis- 
missed, or  settled  for  amounts  that  appear  small 
in  relation  to  the  costs  and  risks  of  litigation, 
or  remain  pending.  Where  the  firm  believes 
that  mistakes  have  been  made,  it  has  accepted 
full  responsibility. 

As  far  as  the  question  of  the  financial  in- 
tegrity of  the  firm  is  concerned,  we  are  satisfied 
that  the  pendency  of  lawsuits  does  not  pose  any 
serious  threat  to  the  ability  of  the  firm  to  con- 
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tinue  its  professional  practice  on  an  objective  and 
independent  basis.  As  already  noted,  there  have 
been  no  adverse  judgments  against  the  firm. 
Moreover,  liability  insurance  is  maintained  in 
excess  of  self-insured  amounts  which  appears  to 
be  sufficient  to  protect  the  firm's  financial  integ- 
rity against  any  reasonably  foreseeable  combina- 
tion of  events. 

We  make  two  recommendations  that  re- 
late to  litigation.  First,  we  recognize  that  Arthur 
Andersen  &  Co.  has  in  the  past  included  in  its 
public  annual  reports  information  about  litiga- 
tion involving  the  firm.  We  believe  that  this  re- 
porting practice  is  desirable,  and  we  think  the  re- 
ports should  be  expanded  to  provide  information  with 
respect  to  lawsuits  instituted  and  the  disposition  of 
lawsuits  within  the  preceding  year — including  iden- 
tification of  any  cases  that  have  been  dismissed 
and  the  grounds  for  dismissal,  and  also  identifica- 
tion of  lawsuits  settled  and  any  information 
which  the  firm  believes  is  necessary  in  placing 
such  settlements  in  proper  perspective. 

Second,  we  believe  that  the  factual  circum- 
stances which  underlie  these  lawsuits  involving  the 
firm  and  also  other  accounting  firms  should  be 
analyzed  carefully  on  a  profession-wide  basis  and 
that  the  accounting  profession  should  make  a  major 
effort  to  learn  from  these  case  studies.  Even  though 
some  of  the  lawsuits  may  be  frivolous,  and  even 
though  the  accountants  may  have  good  legal 
defenses  in  other  cases  which  are  not  frivolous, 
we  believe  that  some  of  these  cases  will  shed  light 
on  present  inadequacies  in  auditing  standards  or 
techniques,  and  will  help  to  identify  particular 
business  situations  or  accounting  areas  as  to 
which  problems  are  likely  to  arise. 

Perhaps  most  important  of  all,  analysis 
of  these  cases  may  assist  accountants — par- 
ticularly those  just  beginning  their  careers,  who 
have  not  yet  accumulated  a  wealth  of  personal 
experience — to  think  about  the  economic  realities 
of  a  particular  business,  and  to  step  back  from 
technical  accounting  problems  and  ask  them- 
selves whether  the  financial  statements  suffi- 
ciently disclose  the  weaknesses  of  a  particular 
audit  client  and  the  risks  to  which  its  business  is 
subjected.  We  are  informed  that  the  major  ac- 
counting firms  are  cooperating  in  making 
just  this  kind  of  analysis.  We  believe  that  the 
firm  should  itself  make  this  kind  of  study  an  im- 
portant part  of  its  own  continuing  educational 


processes  for  all  of  its  professional  personnel  in 
the  audit  practice  area. 

On  balance,  despite  the  costs  involved, 
we  believe  that  private  lawsuits  do  encourage  at- 
tentiveness  and  care  in  the  conduct  of  audits  and 
needed  disclosures  in  financial  statements  and 
auditor's  reports  and,  accordingly,  that  they 
serve  the  public  interest  by  promoting  the  pur- 
pose of  the  Securities  Acts.  Thus,  while  we  think 
that  some  proposals  for  reform  warrant  careful 
consideration  (such  as  the  proposed  Federal 
Securities  Code  provisions  which  would  limit  the 
exposure  of  the  accountant  in  certain  cases),  we 
do  not  believe  that  any  radical  alteration  of  the 
substantive  law  or  the  procedural  rules  govern- 
ing accounting  malpractice  lawsuits  is  warranted. 

V.  THE  PUBLIC  ROLE  OF  THE  ACCOUNTANT* 
Not  so  many  years  ago,  it  was  generally 
thought  that  the  public  accountant's  principal  re- 
sponsibility was  to  the  clients  who  paid  his  fees, 
even  though  it  was  recognized  that  the  account- 
ant's services  and  the  auditor's  report  often  had 
important  consequences  for  third  parties  who 
relied  thereon.  Today,  partly  because  of  the 
SEC's  activities,  partly  because  of  the  number 
and  character  of  civil  lawsuits,  and  also  partly 
because  of  shifts  in  opinion  within  the  profession 
itself,  it  is  now  generally  recognized  that  the  pub- 
lic responsibilities  of  the  accountant  transcend  in 
importance  and  take  precedence  over  the  private 
responsibilities  to  particular  clients.  Part  of  the 
public  nature  of  the  accountant's  role  arises  out 
of  the  free,  decentralized  nature  of  our  capital 
markets  and  the  need  for  accurate,  adequate, 
and  reliable  information  as  a  basis  for  making  in- 
vestments or  extending  credit.  As  we  have  point- 
ed out  (supra,  p.  1),  the  central  contribution  of  the 
auditor  has  been  to  add  reliability  and  com- 
parability to  the  financial  statements  of  those 
who  provide  goods  and  services,  and  thereby  to 

*No  public  report  at  this  time  should  fail  to  note  a  current 
issue  receiving  widespread  publicity:  the  treatment  of  com- 
missions or  side-payments  (sometimes  bribes)  paid  by 
clients.  The  matter  is  currently  before  the  SEC  as  well  as 
other  governmental  bodies.  Arthur  Andersen  &  Co  has  re- 
tained special  counsel  to  consider  the  problem.  At  this 
juncture,  this  Board  cannot  resolve  an  issue  of  such  public 
note  except  to  emphasize  the  general  sentiment  that  the 
problem  calls  for  early  and  responsible  guidelines  from  the 
profession  and  the  SEC. 
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facilitate  the  raising  and  efficient  allocation  of 
capital  required  to  maintain  and  expand  produc- 
tive capacity. 

The  Role  of  Accountants  in  Maintaining  Confidence 
in  the  Accounting  and  Reporting  Aspects 
of  the  Electoral  Process 

No  less  important  than  enhancing  the 
reliability  of  financial  statements  from  the  stand- 
point of  investors  and  creditors  is  the  need  for 
promoting  and  maintaining  public  confidence  in 
the  financial  integrity  of  electoral  processes. 

In  part  as  a  result  of  recent  events 
which  have  traumatized  political  life  in  the 
United  States,  there  is  great  skepticism  about 
elections — whether  candidates  can  be  "bought" 
by  political  contributions  or  electoral  victories 
"bought"  by  campaign  expenditures,  whether 
existing  disclosure  requirements  have  been  hon- 
estly fulfilled,  and  whether  such  requirements 
should  be  expanded.  To  deal  with  this  problem, 
Congress  in  1974  enacted  the  Federal  Campaign 
Financing  Law,  which  provides  federal  funding 
for  Presidential  elections,  establishes  limitations 
on  contributions  and  spending  for  all  candi- 
dates for  federal  office,  imposes  stringent  report- 
ing requirements,  and  creates  a  new  full-time 
Federal  Elections  Commission  appointed  by  the 
President  and  the  Congress  to  monitor  cam- 
paigns and  elections  and  decide  many  of  the  pro- 
cedural and  substantive  questions  raised  under 
the  new  law. 

The  accounting  and  reporting  require- 
ments established  by  the  new  law  are  of  central  im- 
portance to  the  scheme  of  federal  campaign  financ- 
ing supervision.  The  New  York  Times,  as  a  part  of 
its  lengthy  analysis  of  the  1974  Act,  concluded: 

"So  complex  are  the  provisions  of  the  new 
legislation  that  it  is  likely  to  spawn  new  legal 
and  accounting  specialties  much  like  the  pas- 
sage of  the  Securities  Exchange  Act.  No 
longer  will  a  campaign's  financial  records  be 
kept  in  a  notebook  stashed  in  the  side  drawer 
of  the  manager's  desk." 

Accounting  and  auditing  expertise  of  the  kind 
previously  utilized  in  connection  with  the  ac- 
counting and  financial  reporting  requirements  of 
the  SEC  will  become  essential  in  complying  with 
the  laws  and  rules  which  will  be  the  domain  of 
the  Federal  Elections  Commission. 


We  are  pleased  to  observe  that  Arthur 
Andersen  &  Co.  is  presently  serving  as  auditor 
for  both  the  Republican  and  Democratic  national 
committees.  Also,  recent  publications  of  the  firm 
include  booklets  on  such  subjects  as  Audit  Criteria 
for  Federal  Political  Campaigns  and  Federal  Tax 
Aspects  of  the  Political  Process. 

In  light  of  the  public  interest  in  effective 
implementation  of  the  requirements  of  the  new 
election  law  and  because  of  the  firm's  expertise  in 
this  area,  last  June  we  proposed  that  the  firm  vol- 
unteer its  services  without  charge  to  the  Federal 
Elections  Commission  to  assist  the  Commission — 
for  example,  in  developing  accounting  and  audit- 
ing standards  and  procedures  which  would  facili- 
tate monitoring  of  the  financing  of  political  cam- 
paigns and  enforcement  of  the  requirements  of 
the  new  law.  The  firm  accepted  this  proposal,  and 
partners  from  its  Washington  office  met  with  the 
Chairman  and  staff  of  the  Commission  to  explore 
ways  in  which  the  firm's  assistance  could  be  useful. 
We  are  informed  that  this  exploration  continues. 

Justice  Brandeis  once  said  that  sunlight 
is  the  best  possible  disinfectant.  In  order  to  shed 
light  on  the  electoral  process,  accounting  prac- 
tices must  be  consistent,  disclosures  must  be 
adequate,  and  reports  must  be  honest  and  relia- 
ble. We  believe  Arthur  Andersen  &  Co.  and  other 
accounting  firms  can  make  a  major  contribution 
to  the  public  interest  by  assisting  their  clients 
and  the  Federal  Elections  Commission  in  achiev- 
ing these  important  objectives. 

The  Role  of  the  Accounting  Profession  in 
Determining  Accounting  Standards 

A  common  misconception  is  that  ac- 
counting is  an  exact  science  in  which  precise  prin- 
ciples, known  as  "generally  accepted  accounting 
principles,"  are  applied  to  readily  quantifiable 
data.  In  fact,  the  data  are  not  all  quantifiable, 
and  the  principles  are  not  precise  yardsticks.  The 
auditor  operates  in  an  environment  of  assump- 
tions, predictions,  and  uncertainties,  in  which  the 
essence  of  the  auditor's  function  is  the  exercise  of 
judgment,  and  the  product  of  the  judgmental 
process  is  an  opinion — not  an  insurance  policy. 

It  is  important  that  financial  statements 
be  comparable — in  the  sense  that  the  principles 
used  in  accounting  for  the  transactions  and  items 
reflected  in  the  financial  statements  should  be 
uniform.  Despite  this  need  for  uniformity,  how- 
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ever,  there  is  today  much  room  for  legitimate  dis- 
agreement over  whether  a  particular  principle  or 
application  is  "generally  acceptable" — and  also 
over  which  of  several  inconsistent  but  nonethe- 
less acceptable  principles  or  applications  is 
preferable.  Moreover,  changing  laws,  business 
and  economic  conditions,  and  forms  of  financing 
are  creating  new  accounting  problems  or  adding 
new  ramifications  to  old  ones— and  as  to  many,  if 
not  most  of  these,  there  is  no  uniformity  within 
the  profession  as  to  the  accounting  treatment. 

One  consequence  of  the  availability  of 
alternative  principles  and  practices  is  the  pres- 
sure which  forces  the  accounting  profession  as  a 
whole  toward  acceptance  of  principles  or  applica- 
tions which  are  regarded  as  less  than  fully  desir- 
able by  those  in  the  profession  most  dedicated  to 
the  maintenance  of  high  standards.  If  one  com- 
pany's auditors  acquiesce  in  an  accounting  or 
reporting  practice  of  marginal  or  questionable 
validity,  then  another  competing  company, 
similarlv  situated,  will  have  a  strong  equitable 
argument  to  use  on  its  own  auditors:  "If  X's  audi- 
tors let  them  do  it,  why  won't  you  let  us  do  it? 
Why  should  our  earnings  be  reduced,  and  our 
stock  price  deteriorate,  and  our  stockholders 
suffer,  when  we're  not  different  from  them''" 
And,  apart  from  this  argument,  there  is  the  per- 
haps unspoken  but  well-understood  possibility 
that  this  year's  client  may  next  year  retain  X's 
auditors.  Thus,  wholly  apart  from  any  improper 
motivation  or  competitiveness  for  clients  on  the 
part  of  any  one  auditing  firm,  the  situation  is  in- 
herently structured  so  as  to  put  pressure  on  audi- 
tors to  compromise  their  principles. 

The  willingness  and  ability  on  the  part 
of  particular  accounting  firms  to  adhere  to  prin- 
ciple is  critically  important  in  the  accounting 
profession— no  less  than  in  other  endeavors.  But 
more  is  needed.  The  structure  of  decision  mak- 
ing within  the  profession  must  be  one  which 
reduces  the  pressures  which  permit  companies 
to  shop  around  for  a  more  favorable  financial 
umpire  and  which  may  penalize  a  firm  that  tries 
to  rise  above  the  lowest  common  denominator 
of  the  profession. 

An  essential  part  of  the  answer,  we  think, 
lies  in  having  a  strong,  central  professional  body 
or  agency  which  has  the  authority  to  determine 
the  acceptability  of  accounting  principles  and 
to  resolve  promptly  accounting  disputes  as  they 


arise.  It  is  vitally  important  that  such  a  body 
must  be  free  of  political  pressures  and  must  have 
a  strong  basis  of  support  within  the  accounting 
profession,  including  the  major  accounting  firms. 

We  cannot  emphasize  too  strongly  our 
belief  that  the  determination  of  accounting  prin- 
ciples should  be  left  with  the  private  sector  and 
that  accounting  issues  should  be  resolved  in- 
dependently of  special  interests  or  political  pres- 
sures. In  the  past,  Congress  and  the  SEC  and 
other  federal  regulatory  agencies  have  left  the  de- 
termination of  acceptability  of  accounting  princi- 
ples and  their  application  largely  to  the  private 
sector — basically  the  AICPA  and,  in  particular, 
its  Committee  on  Accounting  Procedure  (until 
1959),  the  Accounting  Principles  Board  (until 
1973),  and  currently  the  Financial  Accounting 
Standards  Board  (FASB).  These  committees  and 
boards  have  met  with  mixed  success. 

The  FASB  was  established  in  1973  with 
seven  full-time  Board  members  and  a  large  staff 
to  carry  out  its  important  and  difficult  assign- 
ment. Although  the  FASB  is  thus  still  in  its  early 
stages,  controversy  has  already  arisen  within  the 
profession  as  to  whether  it  is  acting  with 
sufficient  aggressiveness  in  identifying  prob- 
lem areas  and  moving  to  establish  uniformity 
of  practice  in  these  areas.  The  FASB  has  only 
recently  established  objectives  of  financial  ac- 
counting and  reporting  as  a  high-priority  item  on 
its  agenda,  and  has  only  recently  adopted  an  ap- 
proach or  procedure  for  dealing  with  current 
problems  on  a  timely  basis.  What  appears  to 
some  observers  to  have  been  undue  caution  and 
an  overemphasis  on  procedural  "due  process" 
may  have  prevented  the  Board  from  dealing  ex- 
peditiously with  disputes  over  matters  of 
accounting  principles. 

For  example,  one  of  the  most  important 
issues  in  accounting  today  involves  accounting 
for  and  reporting  the  effects  of  inflation.  Virtual- 
ly all  financial  statements  published  today  by 
American  companies  report  assets,  liabilities, 
stockholders'  equity,  revenues,  expenses,  and 
gains  and  losses  in  terms  of  historical  costs — the 
dollar  of  the  period  in  which  the  items  originated. 
Thus,  a  plant  purchased  in  1950  for  S5  million  is 
carried  on  the  books  and  reported  on  the  original 
cost  basis,  taking  account  of  subsequent  depre- 
ciation also  determined  on  the  basis  of  original 
cost.  Such  accounting  and  reporting  is  "generally 
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accepted"  even  though  the  company  and  its  ac- 
countants know  that  such  determinations  do  not 
reflect  either  the  current  utility  of  the  asset  or  the 
real  charge  against  current  earnings  represented 
by  depreciation.  Moreover,  because  of  changes  in 
price  levels,  a  balance  sheet  may  show  different 
assets  and  liabilities  measured  and  reported  ac- 
cording to  different  yardsticks.  Economic  reality 
is  thus  shrouded,  rather  than  illuminated,  by  ac- 
counting and  reporting  practices  which  jeopar- 
dize the  economic  future  of  the  United  States  and 
other  countries. 

The  FASB  is  fully  aware  of  the  impor- 
tance of  this  problem.  The  Accounting  Principles 
Board  had  spent  several  years  on  this  subject, 
and  the  FASB  had  the  matter  under  considera- 
tion for  some  time  prior  to  December  31,  1974, 
when  it  issued  its  Exposure  Draft  of  a  proposed 
statement,  "Financial  Reporting  in  Units  of  Gen- 
eral Purchasing  Power."  This  draft  proposes  that 
financial  statements  include,  in  addition  to  infor- 
mation traditionally  presented  in  terms  of  histor- 
ical costs,  certain  selected  income  statement  and 
balance  sheet  items  expressed  in  units  of  general 
purchasing  power.  The  FASB  called  for  com- 
ments by  September  30,  1975,  and  proposed  to 
make  its  Statement  effective  for  fiscal  years 
beginning  on  or  after  January  1,  1976. 

Timely  action  in  this  matter  of  account- 
ing for  and  reporting  the  effects  of  inflation  is  of 
vital  importance.  One  of  our  first  acts  as  the  Pub- 
lic Review  Board  of  Arthur  Andersen  &  Co.  was 
to  communicate  to  the  FASB  and  to  the  SEC, 
and  also  to  President  Ford  and  his  economic  ad- 
visers, our  strong  recommendation  that  stan- 
dards be  adopted  without  delay  which  would 
require  that  changes  in  price  levels  be  reflected  as 
supplemental  data  in  future  published  financial 
statements.*  We  view  this  as  an  interim  step, 
pending  determination  of  the  objectives  of  finan- 
cial statements. 

In  the  determination  of  accounting  prin- 
ciples, as  elsewhere,  nature  abhors  a  vacuum.  If 


*  Letter  of  Public  Review  Board  of  Arthur  Andersen  &  Co., 
dated  September  20,  1974.  President  Ford  responded 
through  one  of  his  advisers,  indicating  that  he  had  caused 
copies  of  our  letter  to  be  sent  to  Secretary  of  the  Treasury 
Simon,  Chairman  Alan  Greenspan  of  the  Council  of  Eco- 
nomic Advisers,  and  William  Seidman,  Executive  Director 
to  the  Economic  Policy  Board. 


the  FASB  is  unsuccessful,  pressures  will  build  for. 
some  governmental  agency,  possibly  the  SEC,  to 
assume  the  FASB's  responsibilities,  or  for 
Congressional  intervention. 

We  urge  that  the  FASB  move  much  more 
promptly  and  forcefully  in  carrying  out  its  respon- 
sibilities. The  members  of  this  Public  Review 
Board  strongly  hope  that  the  FASB  will  be  suc- 
cessful. We  also  urge  Arthur  Andersen  &  Co.  and 
the  rest  of  the  accounting  profession  to  give  it 
whatever  cooperation,  support,  and  assistance 
that  it  reasonably  requires. 

Conclusion 

A  professional  organization  consisting 
of  almost  one  thousand  partners  with  many  thou- 
sand professional  employees,  operating  as  one 
firm  and  offering  its  services  throughout  the 
world,  is  virtually  unique. 

The  partners  of  the  firm  and  the  em- 
ployees— many  of  whom  will  become  partners — 
have  an  obvious  interest  in  assuring  that  the  firm 
is  well  managed  and  that  a  high  quality  of  profes- 
sional service  is  maintained.  Every  staffmember 
of  every  office  in  the  firm  is  engaged  in  perform- 
ing professional  services  on  a  day-to-day  basis 
which,  if  not  performed  properly,  could  mar  its 
reputation  and  lead  to  liability  on  the  part  of  the 
firm  and  its  partners  in  the  millions  of  dollars. 

However,  this  interest  on  the  part  of  the 
partners  and  the  partners-to-be  is  transcended  by 
a  parallel  interest  on  the  part  of  the  public.  The 
services  performed  by  the  firm  and  other  ac- 
counting firms  are  essential  to  the  vitality  of 
economies  in  which  the  people  themselves  decide 
how  financial  resources  shall  be  allocated. 

We  did  not  begin  our  review  of  Arthur 
Andersen  &  Co.  expecting  to  find  perfection,  and 
we  have  not,  of  course,  found  it.  What  we  have 
found,  however,  is  a  strong  commitment  to  excel- 
lence in  a  firm  whose  personnel  selection  stan- 
dards, organization,  operating  procedures,  and 
general  approach  to  professional  practice  are 
structured  to  achieve  that  objective. 

William  L.  Cary 
James  Don  Edwards 
George  Romney 
Randolph  W.  Thrower 
Newton  N.  Minow,  Chairman 

September  26, 1975 
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